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iv PREFACE. 


clearer ideas, I was led to reduce the two volumes into one, 
with, of course, the additional hope that the smaller book 
would tempt some readers who might hesitate to attack his 
larger work. In consonance with the above plan, I have 
abridged Mr. Mill’s treatise, yet have always retained his own 
words; although it should be said that they are not always 
his consecutive words. Everything in the larger type on 
the page is taken literally from Mr. Mill, and, whenever it 
hhas been necessary to use a word to complete the sense, it 
has been always inserted in square brackets. All additional 
matter introduced by me has been printed in a smaller but 
distinctive type. The reader can see at a glance which part 
of the page is Mr. Mill’s and which my own. 

It has seemed necessary to make the most additions to 
the original treatise under the subjects of the Wages Ques- 
tion; of Wages of Superintendence ; of Socialism ; of Cost 
of Production; of Bimetallism; of the Paper Money ex- 
periments in this country ; of International Values; of the 
Future of the Laboring-Classes (in which the chapter was 
entirely rewritten); and of Protection. The treatment of 
Land Tenures has not been entirely omitted, but it does not 
appear as a separate subject, because it has at present less 
value as an elementary study for American students. The 
chapters on Land Tenures, the English currency discussion, 
and much of Book V, on the Influence of Government, have 
been simply omitted. In one case I have changed the order 
of the chapters, by inserting Chap. XV of Book III, treating 
of a standard of value, under the chapter treatirg of money 
and its functions. In other respects, the same order has 
been followed as in the original work. 

Wherever it has seemed possible, American illustrations 
have been inserted instead of English or Continental ones. 
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to suggest the concrete means of getting a clear grasp of a 
principle. 

In conclusion, I wish to acknowledge my indebtedness 
to several friends for assistance in the preparation of this 
volume, among whom are Professor Charles F. Dunbar, Dr. 
F. W. Taussig, Dr. A. B, Hart, and Mr. Edward Atkinson, 

J. Laveence Lavonum, 


Hanvaxn Univensrr, Caxpavas, Massacuvserr, 


September, 1884. 
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guese wines came into the market. England and Holland 
retaliated and shut off the foreign markets from France. The 
wine and wheat growers of the latter country were ruined, 
and the rural population came to the verge of starvation. 
Colbert's last years were full of misfortune and disappoint- 
ment; and a new illustration was given of the fallacy that 
the gain from international trade was not mutual. 

From this time, economic principles began to be better 
apprehended. It is to be noted that the first just observa- 
uussjons_upon money, and thence upon 
So far England has furnished the most 
acute writers: now France became the scene of a new move- 
ment. Marshal Vauban,' the great soldier, and Boisguille- 
bert* both began to emphasize the trath that wealth really 
not_in. money alone, but in an abnndance of com- 
modities; that countries which have plenty of gold and silver 
are not wealthier than others, and that money is only a me- 
dium of exchange. It was not, however, until 1750 that 
evidences of any real advance began to appear; for Law’s 
famous scheme (1T18-1720) only served as a drag upon the 
growth of economic truth. Bat in the middle of the eight- 
eenth century an intellectual revival set in: the * Encyelo- 
Peuia” was published, Montesquiea wrote his “TEsprit des 
* Rousseaa was beginning to write, and Voltaire was at 
t of his power. In this movement political econo- 
dan importart share, and there resulted the first school 















Tre founder toed leader of this new body of economic 
thinkers was Frangsis Quesnss,’ s physician and favorite at 
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demand for land, and so raises ite value. His conclusions 
lead him to advocate the nationalization of land. Although 
in opposition to almost all that political economy has yet 
produced, his writing has drawn to him very unusual notice. 
The increasing interest in social questions, and the general 
lack of economic training, which prevents a right estimate of 
his reasoning by people in general, sufficiently account for 
the wide attention he has received. 

Of late, however, new activity has been shown in the 
establishment of better facilities for the study of political 
economy in the principal seats of learning—Harvard, Yale, 
Cornell, Columbia, Michigan, and Pennsylvania: and a 
“Qyclopadia of Political Science” (1881-1884, three vol- 
umes) has been published by J. J. Lalor, after the example 
of the French dictionaries. 
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Gromp D are productive laborers, and their own necessaries 
are productively consumed, but they are supplied by C, who 
keep themselves and D in existence. So long as C work, both 
Cand D can goon producing. If D stopped working, the; 
could be still subsistod as before by C; but h would be force 
to produce for themselves. But, if C stopped working, D and 
C would be left without the necessaries of life, and would be 
obliged to cease their usual work. In this way it may be seen 
how much more important to the increase of material wealth 
Care than D, who labor “for the supply of unproductive con- 
sumption.” Of course, group D are desirable on other than 
economic grounds, because their labor represents what oan be 
enjoyed beyond the necessities of life, 


























food wo and 
sion Mr, Mill has in viow tho fact that laborors may exist in 
the unity either “half fed or unemployed.” 


an impossibility of finding the employment: in other worde, 
that if there aro buman beings capable of work, and food to 


that the unproductive expenditure of the rich is necessary to 
the employrnent of the poor. 
Tt is to be noticed that, In fact, after the arts have ao 
far advanced in a community that mankind can obtain by their 
more than the amount of the mere necessaries of Life 
sufficient. on the average for the subsistence of all, any 
rendered possible to the human race by new discov 
‘cries and processes is nati ‘unproductively consumed, and 
that consequently » demand for labor for TupeOR OS con- 
sumption is essenitial for the employment of all existing Inbor- 
ers This, however, ean he done, because enous Wap has 
Sout is oar thas not xpondions, bar enileh, be whieh 
‘at ws clear ” it 
eicrenc ss 
Suppose that every capitalist came to be of opinion that, 
not being more meritorious than a well-conducted laborer, 
he onght not to fare better; and accordingly laid by, from 
conscientious motives, the surplus of his profits; unproduc- 
tive expenditure is now reduced to its lowest limit: and it is 
_ naked, How is the increased capital to find employment? 


The opinion mentioned above In the text i that of the believers in over- 
-preduction, of whom the most distinguished axe Mr. Malthus, Dr, Chalmers, and 



















$2 PRODUCTION. 
wealth now existing [in the United States] has been produced 
by human hands within the last twelve months, 


“Io toe Sial Pereartaentati estimated that the capi- 


Em: peteriee tent ‘to each individual does not ex- 
shea 057 the average annual product per is 
th he teal capa te produc of two 


een eg Oe siuea Say Sits 
that subsists, Everything which is produced perishes, and 
most things very quickly. Most kinds of capital are not 
ee ees Deere. Westminster 
Abbey has lasted many centuries, with occasional repairs ; 
eome Grecian sculptures have existed above two thousand 
yoars; the Pyramids perhaps double or treble that time. 


but by perpetual reproduction ; every part of it is used and 
destroyed, generally very soon after it is produced, but those 
who consume it are employed meanwhile in producing more, 
‘The growth of capital is similar to the growth of population. 
individual who is born, dies, but in each year the 
number born exceeds the number who die; the population, 
therefore, always increases, though not one person of those 
composing it was alive until a very rocont date. 

This perpetual consumption and reproduction of capital 
afford the explanation of what has so often excited wonder, 
the grent rapidity with which countries recover from a state 
of devastation. The possibility of a rapid repair of their 
disasters mainly depends on whether the country has been 

Tf its effective population hare not been ex- 
tirpated at the time, and are not starved afterward, then, 
with the mme skill and knowledge which they had before, 
with their land and its permanent improvements undestroyed, 
and the more durable buildings probably unimpaired, or only 
partially injured, they have nearly all the requisites for their 


‘4 Bdwand Atkinson, “ Labor and Capital, Allica not Enemies," p. 60. 
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92 PRODUCTION. 


stances in each particular case. It is not a thing to be gov- 
erned by principles. 

(2.) It follows from the above proposition also that taxes 
levied on the rich, and paid by a saving from their consumption 
of luxuries, do not fall on the poor because of a lessened demand. 
for commodities ; since, as we have seen, that demand does not 
create or diminish the demand for labor. But, if the taxes 
levied on the rich are paid by savings from what the rich would 
have expended in wages, then if the Government spends the 
amount of revenue thus taken in the direct purchase of labor, 
as of soldiers and sailors, the tax does not fall on the laboring- 
class taken as a whole. When the Government takes that 
wealth which was formerly capital, burns it up, or dissipates it 
in war, it ceases to exist any longer as a means of again pro- 
ducing wealth, or of employing labor. 


—y 


td 
machinery, and all or most things known by the namo of im- 
plemente or tools, Tho durability of some of these is con- 
siderable, and their function as productive instruments is 
prolonged through many repetitions of the productive opera. 
tion. In this class must likewise be included capital sunk 
ion is) in permanent improvements of land. 
capital expended once for all, in the commence 
an undertaking, to prepare the way for subsequent 
: the expense of opening a mine, for example; of 
of making roada or docks, Other examples 
added, but these are sufficient, Capital which ox- 
y of these durable shapes, and the return to which 
aren a perk of porresponding aration eset 


require tobe. 
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Eee orcuecaned iceouen In other 
cnees the capital docs not, unless as a consequence of some 
‘unusual accident, require entire renewal. A dock or a ca 
nal, once made, does not require, like a machine, to be made 
again, pnless purposely destroyed. The most permanent of 
all kinds of fixed capital is that employed in giving increased 
productiveness to a natural agent, such as land. 

To return to the theoretical distinction between fixed and 
cirenlating capital. Since all wealth which is destined to be 
employed for reproduction comes within the designation of 


as to its destination, is not yet capital in actual exercise ; it is 
not engaged in production, but has first to be cold or ex- 
changed, that is,.converted into an equivalent value of some 
other commoditics, and therefore is not yet either fixed or 
circulating capital, but will bocomo cithor one or the other, 
or be eventually divided between them, 
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mentioned abundance of mineral productions, in convonient 
situations, snd capable of being worked with moderate labor. 
Sach are the coal-fields of Great Britain, which do so much 
to compensate its inhabitants for the disadvantages of cli- 
mate; and the scarcely inferior resource possessed by this 
country and the United States, in a copious supply of an 
easily reduced iron-ore, at no great depth below the earth’s 
surface, and in close proximity to coal-deposits available for 
working it. But perhaps a greater advantage than all thee 
ia a maritime situation, especially when accompanied with 
good natural harbors; and, next to it, great navigable rivers. 
These advantages consist indeed wholly in saving of cost of 
carriage. But few, who have not considered subject, 
have any adequate notion how great an extent of economical 
advantage this comprises. 

As the second of the [general] causes of superior produc- 
tiveness, we may rank the greator energy of labor, By this 
ig not to be understood occasional, but regular and habitual 
energy. The third element which determines the produe- 
tiveness of the labor of a community is the skill and knowl 
edge therein existing, whether it be the skill and knowledge 
of the laborers themselves or of those who direct their labor. 
‘That the productiveness of the labor of a people is limited 
by their knowledge of the arta of life is self-evident, and 
that any progress in thoee arte, any improved application of 
the objects or powers of nature to industrial uses, enables the 
same quantity and intensity of labor to raise a greater prod- 
uce. One principal department of these iny 
consists in the invention and use of tools and machinery." 

The deficiency of practical good sense, which renders the 
majority of the laboring-class euch bad caleulatore—which 
makes, for instance, their domestic economy so improvident, 
lax, and irregnlar—must disqualify them for any but a low 
grade of intelligent labor, and render their industry far lees 
productive than with equal energy it otherwise might be, 


4 Bee Mr. Babbage's "Economy of Machinery and Manufactures." 











tending to\eavo laborin v particular operation are more likely 
to oceur to any one in proportion as his thoughts aro in- 
tensely directed to that occupation, and continually employed 
upon it, 

‘This also can not be wholly true, “Tho founder of the 
‘cotton manufacture was a barber, The inventor of the power- 
loom was clergyman, A farmer devised the application of the 
ler. 


is one of the most 
See cman ccgunen DapeaenL 
able archit design of our day his been furnished by a 
i first person who supplied London water 
was a th, ‘The 
wasn man, bred tono trade, ‘The father of sh inland 
naviyation was a duke, and his engineer was a 
first great builder of iron bridges waa a stono-mason, and the 


Breatest railway engineer commenced his life as a colliery on- 

(4.) The greatest advantage (next to the dexterity of the 
workmen) derived from the minute division of labor which 
takes place in modern: manufacturing industry, Js one not 
mentioned by Adam Smith, but to which attention has been 
drawn by Mr. Babbage: the more economieal distribution of 
lubor by classing the work-people according to their capacity. 
Different parts of the same series of operations require un- 
equal degrees of skill and bodily strength; and those who 
have akill enongh for the most difficult, or strength enough 
for the hardost parts of the labor, are made much more uso- 
ful by being employed eolely in them; the operations which 
e ly is capable of being left to those who are fit for 
no others, 





* Hoarn’é “ Plutology,” p, 270. 
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$4. Whenever it is casential to the greatest efficiency of 

labor that many laborers should combine, the scale of the 

must be euch 2s to bring many laborers together, 
and the capital must be large enough to maintain them. 
Still more needful is this when the nature of the employ- 
ment allows, and the extent of the possible market encour 
ages, a considerable division of labor. The larger the 
enterprise the further the division of labor may be car 
ried. This is one of the principal causes of large manu- 
factorics. Evory increase of business would enable the 
whole to be carried on with a proportionally smaller amount 
of labor. 

Asa general rule, the expenses of a business do not in- 
crease by any means proportionally to the quantity of buai- 
nest, Let us take as an example a set of operations which we 
are accustomed to sec carried on by one great establishment, 
that of the Post-Office, Suppose that the business, let us 
say only of thé letter-post, instead of being centralized in a 
single concern, were divided among five or six competing 
companies. Each of theee would be obliged to maintain 
almost as large an establishment as is now sufficient for the 
whole. Since each must arrange for receiving and deliver. 
ing letters in all parts of the town, each must send letter- 
carriers into every street, and almost every alley, and this, 
too, as many times in the day as is now done by the Post- 
Office, if the service is to be as well performed. Each must 
have an office for receiving letters in every neighborhood, 
with all subsidiary arrangements for collecting the letters 
from the different offices and redistributing them, To this 
must be added the much greater number of superior officers 


* Crimes, “Lending Principles,” pp, 299, 800, 


i ~ 








a0. % PRODUCTION, 

_ Produetion on a large scale is greatly promoted by the 
‘praction of forming a large capital by the combination of 
many small contributions; or, in other words, by the forma- 
tion of stock companies. The advantages of the principle are 
ene [since] ® many undertakings require an amount 

of capital beyond the means of the richest individual or pri- 
vate partnership. [Of course] the Government can alone be 
looked to for any of those works for which a great combina- 
tion of means is requisite, because it can obtain thoee means 
by compulsory taxation, and is already sccustomed to the 
conduct of large operations. For reasons, however, which 
are tolerably well known, government agency for the con- 
duct of industrial operations is generally one of the least 
eligible of resources when any other is available. Of [the 
advantages referred to above) one of the most important is 
(2) that which relates to the intellectual and active qualifi- 
cations of the directing head. The stimulus of individual 
‘interest is come security for exertion, but exertion is of little 
avail if the intelligence exerted is of an inferior order, which 
it must nocessarily be in the majority of concerns carried 
on by the persons chiefly interested in them. Where the 
concern is large, and can afford a remuneration suflicient to 
attract a class of candidates superior to the common average, 
itis possible to select for the general management, and for all 
the skilled employments of a subordinate kind, persons of a 
degree of acquirement and cultivated intelligence which more 
than compensates for their inferior interost in the result, It 
must be further remarked that it is not a necessary conse- 
quence of joint-stock management that the persons em- 
ployed, whether in superior or in subordinate offices, should 
be paid wholly by fixed salaries, In the case of the mana- 
gens of joint-stock companies, and of the superintending and 
controlling officers in many private establishments, it is a 
common enongh practice to connect their pecuniary interest 
with the interest of their employers, by giving therm part 
of their remuneration in the form of a percentage on the 
profits. 
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CHART UI, 
Population of European Countries, XTX Century, By Levasseur, 

















































































































































































































“no relation to the times 
in which we live, or to any 
which are Dae at hand.” 


aoa See ee 
not 6: a 

St ean and ties 
without it the food can not 
be grown. Of course, an 


drow her food from onr prai- 
ries, romoves the previous 
pressure of population on 
subsixtence. No believer in 
the Malthusian doctrine is 
os ee e pees 

© yulation 
eh 
ence, but that there is a 
“constant tendency in all animated life to increase bevoor the 
nourishment prepared for it,” no one can possibly doubt, This 
isnot inconsistent with the fact that subsistence has at any time 
increased faster than population. It is as if a block of wood 
‘on the floor were ace tg two opposing forces, one tending 
to move it forward, one backward : if it moves backward, that 
oes not prove the absence of any foree working to move it for- 
ward, but only that the other force ia the stronger of the two, 





1 Sco Cairnes, Logical Method,” pp. 170-177. 
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thomeolves, are oxcrcised by the state for their ‘benefits mar: 
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difficulty of obtaining a cottage to live in. It was the ene- 
tom for unmarried laborers to lodge and board with their 
omployers ; it was the custom for married laborers to have a 
cottage: and the rule of the English poorlaws, by which a 
parish was charged with the support of ita unemployed poor, 
rendered land-owners averse to promote marriage. About 
the end of the century, the great demand for men in war 
and mannfactures made it be thought a patriotic thing to 
encourage population: and about the same time the growing 
inclination of farmers to live like rich people, favored aa it 
‘was by a long period of high prices, made them desiroue of 
keoping inferiors at a greater distance, and, pecuniary mo- 
tives arising from abuses of the poorlaws being superadded, 
they gradually drove their laborers into cottages, whieh the 
Tandowners now no longer refused permission to build. 

It is but rarely that improvements in the condition of 
the laboring-classes do anything more than give.a temporary 
margin, speedily filled up by an inerease of their numbers. 
‘Unless, cither by their general improvomont in intellectual 
and moral enlture, or at least by raising their habitual stand- 
ard of comfortable living, they can be taught to make a bet- 
ter use of favorable circumstances, nothing. permanent ean 
be done for them; the most promising schemes end only in 
laying a more numerous but not a happier people, There 
is no doubt that [the standard] is gradually, thongh slowly, 
rising in the more advanced countrics of Western Europe.’ 





* This is fully confirmed by the inaugural addressiof Mr, Giffen as President 
of the London Statistical Sovioty, November 20, 1888, infra, book I, chap. ¥, 
1. (Geo the London "Statistical Journal,” 1882) 








$9. But the disposition to save does not wholly depend 
on the external inducement to it; on the amount of profit 
to be made from savings. With eeseame pecuaeny tae 
ment, the inclination is very different, in persons, 
and in different communities. 

(2.) All secumalation involves the sacrifice of a present, 
for the sake of a future good. 


This is the fundamental motive underlying the effective 
desire of nccumulation, and is far more important than any 
other. It is, in short, Peete civilization. In order to in- 


duce the to improve their condition nate avo 
capital 3 it necessary to excite in them (by educa- 
religion! oh xf'in a fun in a fature gain greater than than the pres: 


ere babar ta blem of 
character, and belongs to sociology and ‘and eabion na etn 
political economy. 


Tn weighing the future against the present, the uncer. 
tainty of all things fature is a leading clement; and that un- 
certainty is of very different degrees.“ All cireumstances,” 
therefore, “increasing the probability of the provision 
we make for futurity being enjoyed by ourselves or others, 
tend” justly and reasonably “to give etrongth to the effect- 
ive desire of accumulation, Thus a healthy climate or oc 
eupation, by increasing the probability of life, has a tend- 
ency to add to this desire. When engaged in safe ocenpa- 
tions and living in healthy countries, men are much more 
apt to be frugal, than in unhealthy or hazardous occupations 

. and in climates pernicious to human life. Sailors and sol- 
diers are prodigals, In the West Indies, New Orleans, the 
Eaat Indies, the expenditure of the inhabitants is profuso. 
The came people, coming to reside in the healthy parts of 
Europe, and not getting into the vortex of extravagant fash- 
ion, live economically. War and pestilence have always 
waste and luxury among the other evils that follow in their 
train. For similar reasons, whatever gives security to the 
affairs of the community is favorable to the strength of this 
principle. In this respect the general prevalence of law and 
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and action, leading to a constant connection in the mind of 
\tropteaead Seek pais the series of events serving to 
unite them. Even, therefore, if motives be awakened eapa- 
ble of producing the exertion necessary to effect this connec- 
tion, there remains the task of training the mind to think and 
‘act eo as to establieh it,” ' 

§3. For instance: “Upon the banks of the St, Law- 
rence there are ceveral little Indian villages. Tho cleared 
land is rarely, I may almost say never, cultivated, nor are any 
inroads made in the forest for such a purpose. The soil is, 
nevertheless, fertile, and, were it not, manure lies in heaps 
by their honses. Were every family to inclose half an acre 
of ground, till it, and plant it in potatoes and maize, it would 
yield a sufficiency to support them one half the year. They 
suffer, too, every now and then, extreme want, insomuch 
that, joined to occasional intemperance, it is rapidly reducing 
their numbers. This, to us, so strange apathy proceods not, 
in any great degree, from repugnance to labor; on the eon- 
trary, they apply very diligently to it when its reward is 
immediate, Tt is evidently not the necessary Inbor that is 
the obstacle to more extended culture, but the distant return 
from that labor. I am assured, indeed, that among some of 
the more remote tribes, the labor thus expended much ex- 
ceeds that given by the whites. On the Indian, succeeding 
years aro too distant to make sufficient impression ; though, 
to obtain what labor may bring about in the course of a fow 
months, he toils even more assiduously than the white man.” 

‘This view of things is contirmed by the experience of 
the Jesuits, in their interesting efforts to civilize the Indians 
of Paraguay. The real difficulty was the improvidence of 
the people; their inability to think for the future; and the 
necessity accordingly of the most unremitting and minute 
superintendence on the part of their instructors. “ Thne at 
first, if theae gave up to them the care of the oxen with 
which they plowed, their indolent thonghtlessness would 
probably leave them at evening still yoked to the implement. 
‘Worse than this, instances occurred where they eut them up 








which has been made in the knowledge of the arts 

to the nature of the country and the wants of its in- 
makes industry energetic and effective, “What 

marks the readiness with which labor is foreod to form the 
‘most difficult materials into instruments, where these instru- 
‘ments soon bring to an issue the eventa for which they are 






the Pernvians, nifts covered with vegetable eoil and culti- 
yated. Labor in this way draws from the materials on which 
it acta very speedy returns. Nothing can exceed the lux- 
‘uriance of vegetation when the quickening powers of a 
genial sun are ministered to by a rich soil and abundant 
moisture. Tt is otherwise, as we have seen, in cases where 
the return, though copious, ix distant. European travelers are 
surprised at meeting these little floating farms by the side of 
swamps which only require draining to render them tillable.” 

‘When a country has carried production as far as in the 
existing atate of knowledge it can be carried with an amount 
of return corresponding to the average strength of the effect- 
ive desire of accumulation in that country, it has reached 
what is called the stationary etate; the state in which no 
further addition will be made to capital, unless there takes 
place either some improvement in the arts of production, or 
an increase in the strength of the desire to accumulate. In 
the stationary state, though capital does not on the whole 
increase, some persons grow richer and others poorer. Those 
whose degree of providence is below the usual standard 
become impoverished, their capital perishes, and makes room 
for the savings of thoso whose effective desire of accumula- 
tion exceeds the average. These become the natural pur- 
chasers of the lands, manufactories, and other instruments of 
production owned by their less provident countrymen. 

In China, if that country has really attained, as it is sup- 
posed to have done, the stationary state, accumulation has 
stopped when tho returns to capital are still as high as is in- 
dicated by a rate of interest legally twelve per cent, and prac- 
















to $1,168,000,000. Deposit accounts are the rule even 
| tradesmen ; and the say ks of Massach 

‘alone ‘in 1882-1883 

of New York of 6412,147,21: 

from the taxation w 


power and importance to 
Great Britain [and the United’States] have turned an unu- 
sual proportion of the most enterprising and energetic char- 
acters into tho direction of manufactures and commerve; 
into supplying their wants and gratifying their ambition by 
producing and saving, rather than by appropriating what 
has been produced and saved. Much also depended on the 
better political institutions of this country, which, by the 
scope they have allowed to individual freedom of action, 
have encouraged personal activity and self-reliance, while, 
by the liberty they confer of sasociation and combination, 
they facilitate industrial enterprise on a large scale, The 
eame institutions, in another of their aspects, give a most 
Airoct and potont stimulus to the desire of acquiring wealth. 
‘The earlier decline of feudalism [in England] having re- 
moved or much weakened invidions distinctions between the 
originally trading classes and those who had been accustomed 
to despise them, and a polity having grown up which made 
wealth the real source of political influence, ite acquisition 
was invested with a factitious value independent of ite intrin- 
sic ntility. And, inasmuch as to be rich with out industry 
thas always hitherto constituted a step in the social seale 
above those who are rich by means of industry, it becom 
the object of ambition to save not merely as much as will 
afford a lange ineome while in business, but enough to retire 
from business and live in affluence on realized gains. 
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In [the United States] England, and Holland, then, for a 
long time past, and now in most other countries in Europe, 
the second requisite of increased production, increase of capi- 
tal, shows no tendency to become deficient. So far as that 
element is concerned, production is susceptible of an increase 
without any assignable bounds. The limitation to production, 
not consisting in any necessary limit to the increase of the 
other two elements, labor and capital, must turn upon the 
properties of the only element which is inherently, and in 
itself, limited in quantity. It must depend on the proper 
ties of land. 





the implements used might be of higher finish, or more 
elaborate construction ; a greater quantity or more expensive 
Kinds of manure might be applied, or, when applied, they 
might be more earefully mixed and incorporated with the soil. 


‘The example of market-gardens in the vicinity share 
"elisa x and towns 7 shows how the intensive altars 


increase of labor and capital with larger returns, mee 
Yo thelr situation, ats muperige lande for this ey srs ar 
ees Aone Cie might be inferior lands as jute « 


Inctivencas when compared with the rich wheat-lands of 
aie England and New sereey farma, 


generally 

oe attempt the culture ins, but (wh 

ae palace oy the fae tieee Shieh 

ada) for stocl fruit, dairy, or table 
farming siren yen aren ry, oF vous 

than tl fue land aia eter Oa ood ie Even on lands 


where any grain can still be grown, corn, buckwheat, barley 
onts, rey cover the cultivated areas instead of wheat, 23 


Inferior lands, or lands at a greater distance from the 
market, of course yield an inferior return, and an increas 
ing demand can not be supplied from them unless at an 
augmentation of cost, and therefore of price, If the addi- 
tional demand could continue to be supplied from the eupe- 
rior lands, by applying additional labor and capital, at no 

+ @reater proportional cost than that at which they yield the 
quantity first demanded of them, the owners or farmers of 
those lands could undersell all others, and engross the whole 
market, Lands of a lower degree of fertility or in a more 
remote situation might indeed be cultivated by their pro- 
prietors, for the sake of subsistence or independence; but 
it never could bo tho interest of any one to farm thom for 
profit. That a profit can be made from them, sufficient to 

* attract capital to such an investment, is a proof that cultiva- 
tion on the more eligible lands has reached a point beyond 
which any greater application of labor and capital would 
yield, at the best, no greater return than can be obtained at 
the sime expense from less fertile or less favorably situated 
lands, 


2¢ principle which haa now been stated must be re- 
cocived, no doubt, with certain explanations and Imitatfons. 





application 
ordinary dressing, wonld yield no return proportioned to the 
expense, it may still happen that the application of a much 
greater additional labor and capital to improving the soil 
itself, by draining or permanent manures, would be as liber- 
ally remunerated by the produce as any portion of the labor 
and capital already employed. It would sometimes be much 
more amply remunerated. This could not be, if capital al- 
ways sought and found the most advantageous employment. 

$2. That the produce of land increases, ceteris 
ina diminishing ratio to the increase in the labor employed, 
is, as we have said (allowing for occasional and 
exceptions), the universal law of agricultural industry. This 
principle, however, has becn denied. So much s0, indeed, 
that (it is affirmed) the woret Iand now in cultivation pro- 
dueee a2 much food per aero, and even as much to a given 
amount of labor, a8 our ancestors contrived to extract from 
the richest soils in England. 

‘The law of diminishing returns is the pa preci fact, a 
which the economic doctrine of rent is panel 
ful attention. Carey asserts, instead, that ela is a pee of 
increasing productivoness, si: ce, as men grow in numbers and 
intelligence, there arises an ability to get more from the soil.! 
Some objectors even deny that different grades of land are 
chltivated, and that there fs no need of taking Inferior solla 
into cultivation, If this were true, Dy. would not one half an 
acre of land be as good as a whole State? Jobnston* says: 
“Tn a country and among poor settlers... poor land is a 
rolative term. Land ix called poor which is not suitable to a 

poor man, which on mero epee and burning will not yield 

ena first crops, ‘Thus that wh which is is poor land for a poor man 
may prove rich land to a rich Moreover, as is con 
atantly the case in our country, We iat happens that a railway 
may bring new lands into competition with old lands in a given 





4 © Social Selene,” vol. ili p. 19. 
* © Notes on North Amorica,!” 1861, vol li, pp. 116, 12% 
* Sco also Calrues, “ Logloal Method,” p. 39. 
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Taboring cattle; augmented stock of the animals which con: 
sume and convert into human food what would otherwise be 
wasted; and the like, (2.) Tha other sort of improvements, 
those which diminish labor, but without increasing the eapa- 
city of the land to produce, are such as the improved con- 
struction of tools; the introduction of new instruments which 
spare mannal labor, as the winnowing and thrashing ma- 
chines. These improvements do not add to the productive- 
ness of the land, but they are equally calculated with the 
former to counteract the tendency in the cost of production 
of agricultural produce, to rise with the progress of popula- 
tion and demand. 
$8. Analogous in effect to this second class of agricultn- 
ral improvements are improved means of communication. 
Good roads are equivalent to good toola. It is of no conse- 
quence whether the economy of labor takes place in extract- 
ing the produce from the coil, or in convoying it to the place 
where it is to be consumed. 
‘The functions formed by ‘railways in the system of 
luction is bi, ead ‘They Sreracionay the most 
influential cansos ing the cost of producing commodities, 
particularly those which satisfy the primary wante of man, of 
which food is the chief. The amount of tonnage ‘ied is 
enormous ; and the cost of this service to the producers and 
consumers of tho United States is a question of very great 
magnitude. ‘The serious reduction in the cost of transportation 
on the railways will be a surprise to all who have not followed 
the matter very closely ; the more so, that it has been brought 
about by natural causes, and independent of lation. Corn, 
‘meat, and dairy products form, it is at least 50 per cent, 
and coal and timber about 80 per cent, of the tonnage moved 
on all the railways of the United States, If a lowered cost of 
transportation has come about, it has then cost Jess to move tho 
main articles of immediate necessity. Had the charge in 1880 
remained as high even as it was from 1866 to 1869, the number 
of Ca ie in 1880 Aaa have Sd the re States oe 
£500, lo 8800,! more than the ol fe actual 
made, owing to the reductions by the railways, It iets: Won 
ever, that this process of reduction culminated about 1879. In 
to show the facts of this process, note the changes in 
tho following chart, No, V, The railways of the State of New 
York are taken, but the same is also true of those of Ohio: 
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which they serve to transmit. By their means land can be 





* Tam indebted to Mr. Atkinson for advanced proofs of the annesed charts, 
Seo bis paper in tha Journal of the Amorican Agricaltaral Association," vol. 
4, Nos. 9 and 4, p. 184, and a later disewssion fn the supplement of the Boston 
* Manufacturers? Gazette,” August 9, 1864, entitled “The Railway, the Farmer, 
and the Publi.” His Ogures are drawn mainly from Poor's“ Rallway Manual.” 
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CHART VI. 


Miles of Railroad in Operation on the Sit January in each Yooe, and the 


Miles abled tn the Year Bnawing. 
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2449 
89,250 
2970 
42,229 
4,015 
45,546 
6,020 
52,016 
5870 
60,208 
5578 
60,171 
4,107 
10,278 
2105 
72938 
718 
74,006 
718 
76,808 
9,61 
79,089 
9687 
81,775 
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of being prolonged and extended beyond any limit which 
it would be safe to specify. The benefit might even extend 
to the poorest class. The increased cheapness of clothing 
and lodging might make up to them for the augmented cost 
of their food. 

There is, thus, no possible improvement in the art of 
production which docs not in one or another mode exercize 
an antagonistic influence to the law of diminishing return to 

labor. Nor is it only industrial improvements 
which have this effect. Improvements in government, and 
almost every kind of moral and social advancement, oper- 
ate in the same manner. We may say the same of im- 
provements in education, The intelligence of the workman 
is a most important element in the productivences of labor. 
The carefulness, economy, and general trustworthiness of 
laborers are as important ns their intelligence. Friendly ro- 
Jations and a community of interest and feeling between 
laborers and employers are eminently so, Tn the rich and idle 
claases, increased mental energy, more solid instruction, and 
stronger feelings of conscience, public spirit, or philanthropy, 
would qualify them to originate and promote the most vala- 
able improvements, both in the economical resources of their 
country and in its institutions and customs. 

§5. We must observe that what we have said of agri- 
culture is trae, with little variation, of the other occupations 
which it represents; of all the arta which extract materials 
from the globe, Mining industry, for example, usually yields 
an increase of produce at a more than proportional increase 
of expense, 

Tt does worse, for even ite customary annual produce re 
quires to be extracted by a greater and greater expenditure 
of labor and capital. .As a mine does not reproduce the,coal 
or ore taken from it, not only are all mines at last exhausted, 
but even when they as yet show no signs of exhaustion they 
must be worked at a continually increasing ccet ; shafts must 
be sunk deeper, galleries driven farthor, greater power ap- 
plied to keep them clear of water; the produce must be 
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even have outstripped it, if that very augmentation of return 
had not called forth an additional portion of the inherent 
power of multiplication in the human species. During the 
twonty or thirty years last elapsed, co rapid has been the ex- 
tencion of improved processes of agriculture [in England), 
that even the land yields a greater produce in proportion to 
the labor employed ; the average price of corn had become 
lower, even before the repeal of the eorn lawa had 
so materially lightened, for the time being, the pressure of 
population upon production. Bat though improvement may 
during a certain space of time keep up with, or even aurpass, 
. the actual increase of population, it assuredly never comes 
up to the rate of inereace of which population is ecapablo: 
and nothing could have prevented a general deterioration 
in the condition of the human race, were it not that popula- 
tion has in faet been restrained. Had it been restrained 
still more, and the same improvements taken place, there 
would have been a larger dividend than there now is, for the 
nation or the species at large. The new ground wrung 
from nature by the improvements would not hare been all 
used up in the support of mere numbers. Though the 
gross produce would not have been eo great, there would 
have been a greater produce per head of the population, 

§ 3. When the growth of nambers outstrips the progress 
of improvement, and a country is driven to obtain the means 
of subsistence on terms more und more unfavorable, by the 
inability of its land to meet additional demands except on 
‘more onerous conditions, there are two expedients, by which 
it may hope to mitigate that disagreeable neceasity, even 
thongh no change should take place in the habits of the 
people with reapect to their rato of ineroase. One of those 
expedients is the importation of food from abroad. The 
other is emigration, 

‘The admission of cheaper food from a foroign country is 
equivalent to an agricultural invention by which food could 
be raised at «similarly diminished cost at home. Tt equally 
increases the productive power of labor. The return was 
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In the first place, the foreign regiona from which corn 
can be imported do not comprise the whole globe, but those 
parts of it almost alone which are in the immediate neigh. - 
borhood of coasts or navigable rivers; and of such there is 
not, in the productive regions of the earth, #0 great a multi« 
tude ns to suffice during an indefinite time for a rapidly 
growing demand, without an increasing etrain on the pro- 
ductive powers of the soil. 

In the next place, even if the supply wore drawn from 
the whole instead of a small part of the surface of the ex- 
porting countries, the quantity of food would still be lim- 
ited, which could be obtained from them without an in- 
crease of the proportional eost. The countries which export 
food may be divided into two classes: those in which the 
effective desire of accumulation is strong, and those in 
which it is weak. In Australia and the United States of 
America, the effective desire of accumulation is strong; 
capital increases fast, and the production of food might be 
very rapidly extended. But in such countries population 
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of life, tends to render living more difficult for overy aver 
agely situated individual in the community. And, unless this 
ean be done, emigration can not, even in an economical point 
of view, dispense with the necessity of checks to population. 

‘The influence of immigration to the United States from 


eae toa ao in lessening the tension in the relation 
nw sta ae of the most marked events 








* Volume on Population, p, 481, 
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of modern socialism is the appeal to stato-help and the weak- 


‘writers to describe an 
of tho industries of a undor a collective of an 
fism is but the French ex- 
presion for the system of state socialism. 


his fair share of the work, points, undoubtedly, to a real 


than that of a peasant proprietor, or a workman 
laboring on his own account, it would probably be more on- 
ergetic than that of a Iaborer for hire, who has no personal 
interest in the matter at all. 

Another of the objections to Communism is that if every 
member of the community were assured of subsistence for 
himself and any number of children, on the sole condition of 
willingness to work, prudential restraint on the multiplica- 
tion of mankind would be at an end, and population would 
start forward at a rate which would reduce the community 
through suecessive stages of increasing discomfort to actual 
starvation. But Communism is precisely the atate of things 
in which opinion might be expected to declare itself with 
greatest intensity against this kind of selfish intemperance, 
An angmentation of numbers which diminished the comfort 
or increased the toil of the mass would then cauee (which now 
it does not) immediate and unmistakable inconvenience to 
every individual in the association; inconvenience which 
could not then be imputed to the avarice of employers, or 
the unjust privileges of the rich. 





i. | 


sence zon Sais at AACS CEC ee 
aisotell iaiecsieanadl ypaaianiey its members, Ke 
tony Ssanveied ochaneblaieoad emanate 
measured one against another? Whois to judge how much 
cotton<pinning, or distributing goods from tho stores, or 
brick-laying, or chimney-eweeping, ia equivalent to 30 much 

+ Besides, even in the same kind of work, nomi- 
nal equality of labor would be so great a real inequality that 
the feeling of justice would revolt against its being enforeed. 
All persons are not equally fit for all labor; and the same - 
quantity of labor is an unequal burden on the weak and the 
strong, the hardy and the delicate, the quick and the slow, 
the dull and the intelligent.’ 

If, therefore, the choice were to be made betwoen Com- 
munism with all its chances and the present state of society. 
with all its sufferings and injustices, all the difficulties, great 
or small, of Communism, would be but as dust in the balance. 
But, to make the comparison applicable, we must compare 
Conununism at its best with the régime of individual 
perty, not a8 it is, but as it. might be made, The laws of 
property have never yet conformed to the principles on 
which the justification of private property resta. They have 
made property of thinga which never ought to be property, 
and absolute proporty where only a qualified property ought 
to exist. Private property, in every defense made of it, is 
supposed to mean the guarantee to individuals of the fruits 
of their own labor and abstinence. The guarantee to them 
of the fruits of the labor and abstinence of others, transmit- 
ted to them without any merit or exertion of their own, is 
not of the essence of the inatitution, but a mere incidental 
consequence, which, when it reaches a certain height, doos 
not promote, but conflicts with the ends which render pri- 
‘yate property Jegitimate. To judge of the final destination 
of the institution of property, we must suppose everything 

‘For a further discussion of the differenes between the mottre powers under 


pHivate property und under Commnuntem, aoo Mr. MIl’s posthumous * Cheptors 
om Socialis," " Fortnightly Review," 1879 (vol, x23), 











he proposes to away all the incentives to the acquirement 
‘or exercise of ior and signal ability in every of life, 
the result of which would inevitably lead to a deadening exten- 
sion of mediocrity, 

‘This system ‘gained an undue attention because it was 
made the instrument of a Casi ae ander the lead- 
ership of Ferdinand Lasalle” is active leader, in 1863, 
founded the German “ eae Union," earlier 
than the “Tnternational* Association.” In 1869 Liebknecht 
and his friends established the “Social Democratic eae 
men’s Party,” which after some difficulties absorbed the fol- 
lowers of Lassallc in a congress at Gotha in 1875, and form the 


\ Born 1826, the son of w rich Jewish merchant. In phUosophy wnd juris. 
prudence he won tho praise of Humboldt and Bocekh. Rut vanity and wild 
ambition checked the success due to great abilities and energy of character. 
‘Ho was finally shot in a duel in 1864. He appears as the antagonist of Schalten 
(of Dolitesch), advocating state-bolp against tho selL-help of the originator af 
‘the People's Banks, 

#¥or an account of this society see Theodore D, Woolver's  Commmateen 
tnd Sooialiem” (1880); “Ninetoonth Century,” July, 1878; and Ely, ibid, 
chop. xi. 





i 
i 
i 
£ 
i 


Bho whale 
work, each according 


ee 
F 
4 
4 
z 
: 
i 
Ea 
A 


% 
i 
= 
i 

25 
i 


E 

i 

ee 

is 

as 
2. 
i 
£ 


rt 
E 
i 


a mans, 
these principles, ae Ocean Social Werking 
‘all legal means, strives fora free state and 
oty, the breaking down of the iron laws of wages by abolishing 
the system of hired workingmen, by exploitation in 
shape, and doing away with all social and political ine- 
ey 


‘The German Social Workin, , although first 
working within its satibnat conten te baler 
and ig resolved to fulfill all duties which it imposes on each 
workingman in order to realize the frat 
‘The German Social Workin " party 
the way, and for the solution of the social prob- 

lem, di ‘the creation of social productive associations, to 
be supported by the state government, and under the control 
of the progking people, ‘The productive associations are to be 
founded if such numbers that the social organization of the 
whole production can be effected by them. 

The German Social Workingmen’s party requires as the 
basis of state government : 

1, Universal, equal, direct, and secret suffrage, which, be- 
ginning with the twentieth year, obliges all citizens to vote in 

State, Krai? and town elections, Election-day must be a 
Sunday or a holiday. eas = 

2 Direct legislation by the people ; decision as to war 
peace by the people, 


* Bea New York “Nation,” Non. 684, 686, 
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deel: 
Gorman Social Wor 's party insists on realizing 

aats pleading ion of political ri d 

. The possible extension of politi it ani 
ed sane etmmey es tie aieres one oe 

2. A single pro; jive income-tax for State, countics, and 
prone ul hea are ae poia 5 Diyeenh sad in 
place lirect whieh w len the 

% Unlimited night of combina “i ae 


vali 
Protective laws for the life and ealth of workingmen ; 


lation of prison-work. 
& Unrestricted self- mont of all banks established for 
the mutual assistance of workingmon, e 
‘The above scheme also era well the character of 
the Socialist agitators in the United States, who ure themselves 
chiefly forcigners, and have foreign conceptions of socialism. 
iis form of socialism it is interceting to have Mr, Mill's 
opinions’ in his own words. 


Among those who call themselves Socialists, two kinds 
of persons may be distinguished. There are, in the first 
place, (1) those whose plans fora new order of society, in 
which private property and individual competition are to be 
euperseded and other motives to action subatituted, are om 
the scale of a village community or township, and would be 
applied to an entire country by the multiplication of such 


' From hls posthumous “Chapters on Sovialism,” “Fortnightly Review," 
1879, p, 618 (Fol. xxxi), and written in 1869. 





f ‘proportion 
to hie merits, is a supposition almost too chimorical to. be 
The most skillfully combined, and with the greatest fore- 
sight of objections, of all the forms of Socialism is that com- 
monly known as Fourierism.’ This system does not con- 
template the abolition of private property, nor even of in- 
heritance; on tho contrary, it avowedly takes into consid- 
‘eration, as an element in the distribution of the produce, 
capital ag well as labor. It proposes that the operations of 


industry should be carried on by associations of about two 


distribution a certain minimum is first assigned for the 
gubsistence of every member of the community, whether 
‘capable or not of labor, Tho remainder of the produce 
is shared in certain 


| in France first beougtit up the question 
10 inherited property, and wum- 








‘The capital of the community may be owned in unequal 
shares by different members, who would in that case re- 
ceive, as in any other joint-stock company, proportional divi- 
dends. The claim of each person on the share of the prod- 
‘uce apportioned to talent is estimated by the grade or rank 
which the individual occupies in the several groups of labor- 
‘ers to which he or she belongs, these gmdes being in all 
cases conferred by the choice of his or her companions. 
‘The remuneration, when received, would not of neccasity be 
expended or enjoyed in common ; there would be separate 
ménages for al] who prefered them, and no other commu- 
nity of living is contemplated than that all the members of 
the association should reside in the same pile of buildings; 
for saving of labor and expense, not only in building, but 
in every branch of domestic economy; and in order that, 
the whole buying and eclling operations of the community 
being porformed by a single agont, the enormous portion of 
the produce of industry now carried off by the profits of 
mere distributors might be reduced to the smallest amount 
possible. 


Fourierism was tried in West Virginia by American dis- 
ciples, and it was advocated by Horace , A modified 
form appeared in the famous community at Brook Farm (near 
Marparet Fale, and eves Goonge Wiliam Corts sal Nataas? 
and even liam a 

fea 

‘There have been many smaller communities established in 
the United States, but it can not be said that they have been 
auoceeafal from the point of view either of numbers or mate- 
rial prosperity. The followers of or the Harmonists, in 
Ponnsylvania_and Indiana; the Owenites,' in Indiana; the 
community of Zoar, in Ohio ; the Ingpirationists, in New York 





‘Robert Owen (father of Hobort Dale Owen), born 1771, fa 1799 wns en 
gaged in the famous New Lanark Mills, of which Jeremy Bentham was one of 
the partoers, Tn 1825 he purchased Harmony; iu Indiana, from Mr. Rapp, To 
‘elinred in a full comesunity of property; that the Goremment shorld employ 
“tho warplus of labor for which there was no demand; snd that, until the mem- 
bers became fully trained) aifeirs should be managed by one bead (ss in Saint 
‘Simonlem). 
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when he contributes 
seeds to production nothing except the capi. 


“ The result of our review of the various diMeulties of Soe | = 
cialism has led us to the conclusion that the various schemes [@ 
for managing the productive resources of the country by 
public instead of private agency have a case for a trial, and — 
eome of them may eventually establish their claims to prefor- _ 
ence over the existing order of things, but that they are at 
present workable only by the élite of mankind, and have yet fl 
to prove thelr poyrer of training ansalktod:ab large to tha stata 
of improvement which they presuppose.” 

9.6, Ie mimest fo ba, ovomdacedl what indacluiledsinahe oe) 
idea of private property and by what considerations the ap- 
plication of the principle should be bounded. 

‘Tho institution of property, when limited to ita essential 
elements, consists in the recognition, in each person, of a 
right to the exclusive disposal of what he or she hare pro- 
duced by their own exertions, or received either by gift or 
by fair agreement, without foree or fraud, from those who 
produced it. The foundation of the whole is, the right of 
producers to what they themeelves have produced. Nothing 
is implied in property but the right of each to his (or ber) 
own faculties, to what he ean produce by them, and to what- 
ever he ean got for them in a fair market: together with his 
right to give this to any other person if he chooses, and the 
right of that other to receive and enjoy it. 

It follows, therefore, that although the right of bequest, 
or gift after death, forms part of the idea of private property, 
the right of inheritance, as distinguished from bequest, does 
not, ~ That the property of persons who have made no dispo- 
sition of it during their lifetime should pass first to their 
children, and, failing them, to the nearest relations, may bo 
4 proper arrangement or not, but is no consequence of the 
principle of private property. I see no reason why collateral 
inheritance should exist at all, Mr. Bentham long ago pro- 
posed, and other high anthorities have agreed in the opinion, 
that, if there are no heirs either in the descending or in the 
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The rents or profits which he can obtain from it are at 
his sole disposal; but with regard to the land, in everything 
which he does with it, and in everything which he abstains 
from doing, he is morally bound, and should, whenever the 
case admits, be legally compelled to make his interest and 
pleasure consistent with the public good. 
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‘operatives in the of the cotton-mills 

hours a day for $3.28 a week, while in 1884 

they work oleven hours and receive $5.40 a woek, This result 

is most probably duc to the gain arising from the invention of 
labor-saving machinery. 


people themselves) are ehy of admitting the interference of 


ing to adjust those interests by negotiation through their 
sepresentatives on principles of equity, when no rule could 
be laid down to determine what was equitable, would merely 
exasperate their differences instead of healing them; but 
what it is useless to attempt by the legal eanction, these per- 
sons desire to compass by the moral. Every employer, they 
think, ought to give sufficient wages; and if he does it not 
willingly, should be compelled to it by general opinion ; the 
test of sufficient wages being their own feclings, or what they 
suppose to be those of the public. This is, I think, a fair 
representation of a considerable body of existing opinion on 
the subject, 

I desire to contine my remarks to the principle involved 
in all these suggestions, without taking into account practical 
difficulties, sorions az these must at once be seen to be. T 
shall suppose that by one or other of these contrivances 
wages could be kept above the point to which they would 
be brought by competition. This isas much ax to aay, above 
the highest rate which can be afforded by the existing capi- 





\ by charity, become competitors for hire, and wages 
fall; but when all who wero out of work havo found om- 
ployment, wages will not, under tho frocet system of compe- 


tition, fall lower. There are strange notions afloat concern- 
ing the nature of competition. Some people seem to imagine 
that ite effect is something indefinite ; that the com 

of sellers may lower prices, and the competition of laborers 
may lower wages, down to zero, or some unasslgnable mini- 
mum. Nothing can be more unfounded. Goods can only 
be lowered in price by competition to the point which calls 
forth buyers sufficient to take them off; and wages can only 
be lowered by competition until room is made to admit all 
tho laborers to a share in the distribntion of the wages-fund. 
If they fell below this point, a portion of capital would re- 
main unemployed for want of laborers; a counter-competi- 
tion would commence on the side of cupitalists, and wages 
would rise. 


The in the last ch: in to 
sat tocar lb rt aa eee 
a rT aS in- 


sures 0 free an ‘operation of competition that equality of 
‘mont always exists. In realit is no competition at 
between the lower grades of and the hi, classes 
skilled labor. Of course, the is as 


Since, therefore, the rate of wages which results from 
competition distributes the whole wages-fund among the 


whole laboring population, if law or opinion succeeds in — : 


fixing wages above this rate, come lnborers are kept out of 
employment; and as it is not the intention of the philan- 
thropiste that these should starve, they must be provided for 











REMEDIES FOR LOW WAGES 


point; or, perhaps, without waiting for an increase of num- 
bers, there are unemployed laborers enough in the workhonse 
to produce the efleet at once. It is well known that the al- 
Jowance system did practically operate in the mode deseribed, 
and that under its influence wages sank to a lower rate than 
had been known in England before. 
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drove Americans out 

‘of the mills of New England, and who are now being driven 
out, aeeuebye by, the French Canadians, with a standard lower 
than the . ‘The Chinese come here now without their 


the fomales on the right, of the perpendicular line. 
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§ 4. By what means, then, is poverty to be contended 
against? ‘is the evil of low wages to be remedied 4 
Tf the expedients usually recommended for the purpose are 
not adapted to it, can no others be thought off Is the 
problem incapable of selution? Can political economy do 
nothing, but only object to everything, and demonstrate that 
nothing can be done? Those who think it hopeless that the 
Inboring-classes should be induced to practice a sufficient 
degre of prudence in regard to the increase of their fami- 
lies, because they have hitherto stopped short of that 
show an inability to estimate the ordinary principles of 
human action. Nothing more would probably be necessary 
to secure that result, than an opinion generally diffused that 
‘it was desirable. 

But let us try to imagine what would happen if the idea 
became general among the Inboring-class that the compe- 
tition of too great numbers was the principal cause of their 
poverty. We are often told that the most thorough percep- 
tion of the dependence of wages on population will not influ- 
ence the conduet of a laboring-man, because it is not the 
children he himself can have that will produce any effect in 
generally depressing the labor market. ‘Trae, and it is also 
true that one soldier's running away will not lose the battle; 
accordingly, it is not. that consideration which keeps each 
soldier in his rank: it is the disgrace which naturally and 
inevitably attends on conduct by any one individual which, 
if pursned by a majority, everybody can see would be fatal. 
‘Mon are seldom found to brave the general opinion of their 
lags, unless supported either by some principle higher than 
regard for opinion, or by some strong body of opinion else- 
where. 


If the opinion were once generally established among the 
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‘REMEDIES POR LOW WAGES. 
elas that their welfare | 


enforcing against minorities 

obligations which, to be uscful, must be general, and which, 

from asense of their utility, a large majority have yolunta- 
rily consented to take upon themsclyes. 

‘The dependence of wages on the numbor of the competi- 

comprehension, 


restricting the number of competitors ; all ekilled trades are 
anxious to keep down their own numbers, and many impose, 
or endeavor to impose, as a condition upon omployers, that 
they shall not take more than « prescribed number of appren- 
tices. There is, of course, a great difference between limit 
ing their numbers by excluding other people, und doing the 
same thing by a restraint imposed on themselves; but the 
‘one as much as the other shows a clear perception of the re- 
lotion between their numbers and their remuneration. The 
principle i understood in its application to any one employ- 
ment, but not to the general mass of employment.. For this 
thero are several reasons: first, the operation of causes is 
more easily and distinctly een in the more circumscribed 
field ; socondly, skilled artisans are a more intelligent class 
than ordinary manual laborers; and the habit of con- 
cert, and of passing in review their general condition as 
a trade, keeps up a better understanding of their col- 
lective interests; thirdly and lastly, they are the most 
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It would, however, be of little avail that either or both 
of these measures of relief should be adopted, unless on such 
a scale as would enable the whole body of hired laborers 
remaining on the soil to obtain not merely employment, but 
a large addition to the present wages—such an addition as 
would enable them to live and bring up their children in a 
degree of comfort and independence to which they have 
hitherto been strangers. 











employment of the greater part of them is neceesarily very 
inconstant. If eolliers, therefore, commonly earn double and 
triple the wages of common labor, it ought not to seem un- 
reasonable that coal-heavers should sometimes earn four or 
five times those wages. In the inquiry made into their cous 
dition a few years ago, it was found that, at the rate at which 
they were then paid, they could eara about four times the 
‘wages of common labor in London.” 

‘These inequalities of remuneration, which are supposed 
to compensate for the disagrecable circumstances of particu- 
lar employments, would, under certain conditions, be natural 
consequences of perfectly free competition: and as between 
employments of about the same grade, and filled by nearly 
the same description of people, they are, no donbt, for the 
most part, realized in 

But it is altogether a false view of the state of facts to { 
present this as the relation which generally exists between 
agreeable and disagreeable employments. The really ex- 
hansting and the really repulsive labors, instead of being 
better paid than others, are almost invariably paid the worst 
of all, because performed by those who have no choice. If 
the laborers in the aggrogate, instead of exceeding, fell short 
of the amount of employment, work which was generally 
disliked would not be undertaken, except for more than 

wages. But when the supply of labor so far ex- 
ceeds the demand that to find employment at all is an uncer- 
tainty, and to be offered it on any terms a favor, the case is 
totally the reverse. Partly from this canse, and partly from 
the natural and artificial monopolies, which will be spoken of 
presently, the inequalities of wagos are generally in an oppo- 
site direction to the equitable principle of compensation, 
erroneously represented by Adam Smith as the general law 
of the remuneration of labor, 

(8.) One of the points best iustrated by Adam Smith is 
the influence exercised on the remuneration of an cmploy~ 
ment by the uncertainty of snccess in it. If the chances are 
great of total failure, the reward in case of success must be 

















the wages of curates or to sink those of laborers to the degree 
that was intended, because it has never been able to hinder 
either the one from being willing to accept of less than the 
Tegal allowance, on account of the indigence of their situa- 
tion and the multitude of their competitors, or the other 
from receiving more, on aecount of the eontrary competition 
of those who expected to derive either profit or pleasure from 

loying them.”? e 

Although the highest pecuniary prizes of successful au- 
thorship are incomparably greater than at any former period, 
yet on any rational calculation of the chances, in the existing 
competition, searcely any writer can hope to gain a living by 
books, and to do #o by magazines and reviews becomes daily 
moredifficult, It is only the more troublesome and disagree 
able kinds of literary labor, and those which confer no per- 
sonal celebrity, such ax most of those connected with news- 
papers, or with the smaller periodicals, on which an educated 
person can now rely for subsistence. Of these, the remuner- 
ation is,on the whole, decidedly high; because, though ex- 
posed to the competition of what used to be called “poor 
echolars” (pereons who have received a learned education 
from some public or private charity), they aro exempt from 
that of amateurs, those who have other means of support 
being seldom candidates for euch employments. 

When an ocenpation is carried on chiefly by persons who 
derive the main portion of their subsistence from other 
sources, its remuneration may be lower almost to any extent 
than the wages of equally severe labor in other employ- 
ments. The principal example of the kind is domestic 
manufactures, When spinning and knitting were carried on 
in overy cottage, by families deriving their principal support 
from agriculture, the price at which their produee was sold 
(which constituted the remuneration of their labor) was often 
so low that there would have been required great perfection 
of machinery to undersell it. The amount of the remunera- 
tion in such a case depends chiefly upon whether the quan- 
tity of the commodity produced by this description of labor 
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‘Women in factories sometimes earn as mnch as men; 
80 they do in hand-loom weaving, whi 
pieoo, brings their efficiency to sure test. When the 
dees eat the pay aya he ly explanation at 
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by men. In some of these cases the explanation is evidently 
that already given ; as in the case of domestic servants, whose 
wages, speaking generally, are not determined by competi- 
tion, but are greatly in execas of the market value of the 
Tabor, and in this oxcces, as in almost all things which are 
regulated by custom, the male sex obtains by far the largest 
share. In the occupations in which employers take full ad- 
yantage of competition, the low wages of women, a8 com- 
pared with the ordinary earnings of men, are a 
the employments are overstocked: that although so much 


z 


smaller a number of women than of men support them- 


selves by wages, the occupations which law and usage make 
accessible to them are companitively so few that the ficld of 
their employment is still more overcrowded. 

uch 


‘Yet within the ‘open to women, s1 


tation for especial skill and taste, they can exact in the 
Bigh prio o Wir arin what i rel pe He 
these Lh ere tina le to carn pie a 

ot so much, by the lack of work, as by not bringing to 
hat amount of been avelane 
fomibg of curs thir ing rout ap uncoated to 
jiness methods) which are requisite for the success of any 

one, either man or woman. 
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increase, instead of depending on that of a more reckless and 
improvident class than themselves, 

To conclude this subject, I must repeat an observation 
already made, that there are kinds of labor of which the 
wages are fixed by custom, and not by competition. Such 
are the fees or charges of professional persons—of physicians, 
surgeons, barristers, and even attorneys. 


ONAPTER V. 
OF PROFITS, 


§ 1. Lavine treated of the laboror’s share of the produce, 
We Hoxt proceed to tho xhary of the capitalist; the profits of 
eapital or atock; the gaina of tho person who advances the 
wxponm af produotion—who, from funds in his possession, 
pave tho wager of tho laborers, or supports them during the 
works whe aupplice the requisite buildings, materials, and 
twala ot machinery; and to whom, by the usual terms of the 
axuntract the produce belongs, to be disposed of at his pleas- 
wey After indemmifying him for his outlay, there com- 
weunly romaine a surplus which is his profit; the net income 
{wun his capital [and skill]; the amount which ke can afford 
tw expend in necewartes ar pleasures, ar from which by fare 
ther saving he can add to bis wealth, 

As the wages of the laborer are the remuneration of Le 
Rene la part of? the progis of the capitalise are properly. 
aeenting te Mr. Soniye’ welochoen, expres, | 
orem of aberiteren, sy are what be cat 
haan he wes es eupind for Ris S OWS BRE 1 
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tl may make a variation than either 
tho other two causos—since a manager may make a 
large roturn, a poor one none at all. Or between two employ- 
ments, interest and risk remaining the same, wages of superin- 

tendence sometimes produce a wide difference, 
The portion, too, of the gross profit, which forns the 
remuneration for the labor and skill of the dealer or pro- 
\ ducer, is very different in different employments. This is 
i the explanation always given of the extraordinary mte of 
fies’ profit. There are cases, again, in which a con- 
siderable amount of labor and skill is required to conduct a 








are created by circumstances, and not by law) which produce 
‘or aggravate the disparities in the remuneration of different 
Kinds of labor, operate similarly between different employ- 
ments of capital, 

Tn this passage Mr. Mill points out distinctly that the move> 
ment up and down in the wages of a manager are governed by 
‘the same laws as those which regulate differences in the differ 
ent rewards of labor, but ee he conneets it improperly with 
capital. Tt will be seen that Mr. Mill uses the term “gross 
profit” on tho noxt in order to avoid the difficulty, which 
rises unconsciously in his mind, of the anomalous presence of 
the wages of the manager in the question of profit. . 


§ 3. After due allowance,is made for these various causes 
‘of inequality, namely, difference in the risk or agreeable- 
ness of different employments, and natural or artificial mo- 
nopolies [which give groater or less wagee of superintend- 
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the present is one in regard to the quantity of advances 
compared. the ‘ity returned ; that is, the relation of 
the total to perenne, ee 
that |. In the sod (p. ise gets 
is not how the contents of circle B are to be distributed, but tho 

ive size of circle B to circle A. In order to cirele 
A, it in necessary to represented by circle B. 


quite distinct, and which it is of the utmost importance to 
keep so. For this purpose it is essential not to designate 
them, as is almost always done, by the sume name, Wages, 
in public discussions, both oral and printed, being looked 
upon from the same point of view of the payers, much 
oftencr than from that of the receivers, nothing is more com- 
mon than to eay that wages are high or low, meaning only 
that the cost of labor [to the capitalist] is high or low. The 
reverse of this would be oftener the trath: the cost of labor 
is frequently at its highest where wages are lowest. This 
may aries from two causes. (1) Tn the first place, the Tabor, 
though cheap, may be inefficient. 

The facts presented Py Mr, Brassey very fully illustrate 


this principle, Alth h workmon in Mere leer 
receive less for the same kind of work than the ete 
workmen in lish, yet it costs less per ton to build 
ships in if Wan ta ce. The same correspondence 
between bi and efficient work was found to be trae of 
railway constra in ‘di it parts ol 


Fe eT ee merry eA et 
mi ce, lurance, ferent lo not have 
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paid for ortionry labor in Somserectng railways werein India 


+" Work aad Wages.” 








at which the articles composing that real reward ean be prow 
duced or purchased. It is plain that the cost of labor to the 
capitalist mnet be influenced by each of these three cireum- 
stances, and by no others. These, therefore, are also the eir- 
enmstanece which determine the rate of profit; and it cnn not 
be in any way affected except through one or other of them. 
‘Tho efficiency of labor, in this connection, is highly impor- 
Sasi See eatin) and an effort the ioe Geaes 
tion, because as a fun of cost of labor, that is, as an ele- 
Heda frp Sanpiy m Sissy Moers 
comparison Wil mantity of things return the em- 
ployer, it includes tip WOU Taisen of machinery, labor~ 
saving devices, and the results of invention. ea 
ied ee ee Ee es or ct in- 
ery, the speed with which it is run, and on the state of 
the arts and industrial inventions, Tho extent to which the 
productive Coosa a single laborer has been increased in 
ho United States tne, boon almost ineredibie, | Instead of 
as was a 
Sis ae 
a to 
Chinese." Moreover, there if otlon fact 


‘vent, construct, and manage the most ingenious and compli- 
cated machinery, The inventive faculty. ee, to every 

in our country ; and, in studying cost of labor, it must be well 
borne in mind that the efficiency of American Inbor, partion- 


yest causes ef ou mies ae dation The yuplod ee 
‘or en that, wi Wi profits, althoug! 
the cloth has been redu 

Poe ott he wee rence ae 


been to wages of operatives, 

hours of labor, because machinery has so vastly increased the 
a eapel Reed As ono of a few facts showing 
this tendency in the last fifty ago tee colleen ae 
taken from the books of the Namquit cotton-mill in Bristol, 


have in the 
same time from 84 to 66, 
while the product of the 
mill in has in- 
— pee cent. It 
——————— may bo unt A 
haps, to say that these figures reprosont he rarest wages fe 




















4 rent, nominally for the whole farm, but caloulatod on the 
produce of these parts alone (lowever small a portion of 
the whole) which are capable of returning more than the 
eommon rate of profit. It is thus. scientifically trae that 
the remaining parts pay no rent. 


This point seems to need some illustration, Suppose that 
all the lands in a community are of five different of 


productiveness. When the of agricultaral im was 
such that grads one, two, and three came into cultivati: 
lands of uality would not be cultivat en a ae 


a 
rents a farm, he alway land of ¥ary degrees of fertil- 
ity within ite limits. Dewi determin! th: he t to 

eae knees bo ive te still 
a it on his working capital; if in his fields he 
finds land wl would not enter into the question of rental, 
‘because it did not yield more than the profit on it, 
after ho rented the farm he would find it to his intorost to oul- 
tivate it, Spt because it yielded him a profit, and because 
era nee BH rad fo poy rant mon its 26 rm aired to pay rent 
for it, he would lose the ordinary rate of it, would have no 
reason for cultivating it, of course, and would throw it out of 
cultivation. Moreover, suppose that lands down to grade 
paid rent when A took the farm ; now, if the pace of juce 
rises slightly, grade four may pay Ceo at By not 
enough to warrant any rent going to a Inndlord, A will put 
capital on it for this return, but certainly not until the Tae 
warrants it; that is, not until the price will return him at least 
the cost of working the land, Cert the profit on his outlay, But 
the community nceded this land, or the price would not have 
gone up to the i which makes possible its cultivation even 

a fd ae 


es 
z 
g 
F 


it, without rent. ‘There must always be somewhere 
affeoted in just this way. 

§ 4. Let us, however, suppose that there were a validity 
in this objection, which can by no means be conceded to ity 
that, when the demand of the community had forced up food 
to euch a price as would remnnerate the expense of produc 
ing it from a certain quality of soil, it happened nevertheless 

















2 bushels to tho | 1S bushels to the | 12 bushels to the 
eres ore, ‘acre, 





$5. Under the name of rent, many payments are com- 
monly included, which are not « remuneration for the origi- 
nal powers of the land iteclf, but for capital expended on 
it. The buildings aro as distinct a thing from the farm as 
the stock or the timber on it; and what is paid for them ean 
no more be called rent of land than a payment for cattle 
would be, if it were the custom that the landlord shonld 
stock the farm for the tenant. The buildings, like the cattle, 
are not land, but capital, regularly consumed and reproduced; 
and all payments made in consideration for them are prop- 
erly interest. 

But with regard to capital actually ennk in improvements, 
and not requiring periodical renowal, but spent once for all 
in giving the land a permanent increase of productiveness, 
it appears to me that the return made to such capital loses 
altogether the character of profits, and is governed by the 
principles of rent. It is true that a landlord will not expend 

"capital in improving his estate unless he expects from the 
improvement an increase of income surpassing the interest 
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of his outlay. Prospectively, this increase of income may 
be regarded as profit; but, when the expense has been in 
enrred and the improvement made, the rent of the improved 
Iand is governed by the same rules aa that of the unimproved. 


‘Mr. Carey (as well as Bastiat) bas declared that there is a 
thing now existing could bo reproduced wedny at eo Gost 
now e a 
than that involved in its ariginal production, owing to our 
advance in skill, knowledge, and all the arts of 5 
that, for example it costs Tess to make an axe now than it aid 
five hundred years 5 80 also with a farm, since a farm of a 
ee of pene eles ea be pee into pele 
jon at lers cost at ori spent uy 
The A fee such that wer 


bat 
most, 
labor 





and capital, while axes eye that too indefinitely, Nor can 
the produce from the land be increased indefinitely at a dimin- 
ishing cost. This is sometimes denied by the appeal to facts: 


th if 
iy distant to Aford a tale tony whethes Bity ar ue 
bundred or five hundred oe the production of the land 


“The advance of a shi aie wind and tide is [no] proof 
that there is no wind ie.” 

Tn a work entitled “The Past, the Present, and the 
Fature,” Mr. Curey takes [a] ground of objection to the 
Ricardo theory of rent, namely, that in point of historical 
fact the lands first bronght under cultivation are not the 
most fertile, but the barren Iands, “We find tho settler in- 
variably occupying the high and thin lands requiring little 
clearing and no drainage. With the growth of population 
and wealth, other soils yielding a larger return to labor are 
always brought into activity, with a constantly increasing 
return to the labor expended upon them.” 

Tn whatever order the lands come into cultivation, those 





' Rickards, “ Population and Capital," p. 186, 





RENT. 28 
that it shonld all be cultivated, and cultivated beyond tho 
point at which a further application of expital begins to be 
attended with a smaller proportional return. 

‘This is simply the ion, before discussed, wh it 
onty ono clam Of Tand wore we agai 
tal would pay rent or not. aie der canes fact w! 
i the demand ‘ood—has 
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‘ond Mill, soe Bonamy Price, * Practical Political Economy,” ehap, x; MeLeod, 
 Prisciplos of Economic Philosphy," ebap. x; and J. E. T, Rogers, * Manual 
of Political Economy," chap, aii, 


RENT. 245 


lower rate. If, then, the cost of production of ‘in is deter- 
mined by that land which replaces the capital, yields only the 
ordinary profit, and pays no rent, rent forms no part of this 
cost, since that land does not and can not pay any rent. Mc- 
Leod,' however, says it is not the cost of production which 
regulates the value of agricultural produce, but the value which 
regulates the cost. 





1“ Theory and Practice of Banking,” vol. {, p. 18. Cf. Caines, Logical 
Method,” p. 106. 
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(2) The second function is that of a medium of exchange, 

1@ distinction between this function and the common denon. 
nator of value is that the latter measures the former 
negra! ee eee thin, wish 

ite ine Ld a 
a vi e Ageing wi given thing, may now 


Felis 


things. This discloses the need of an- 
other ity in money. 

Tho inconveniences of barter are 20 great that, without 
some more commodions means of effecting exchanges, the 
division of employments could hardly have been carried to 
any considerable extent. A tailor, who had nothing but 
conta, might starve before he could find any person having 
bread to sell who wanted a coat: besides, he would not want 
as much bread at a time as would be worth « cont, and the 
coat could not be divided. Every pereon, therefore, would 
at all times hasten to dispose of his commodity in 
for anything which, though it might not be fitted to his own 
immediate wants, was in great and general demand, and 
easily divisible, so that he might be sure of being able to 
purchase with it whatever was offered for sale. The thing 
which people would select to keep by them for making pur- 
chases must be one which, besides being divisible and gen- 
erally desired, does not deteriorate by keeping. ‘This re- 
duces the choice to a small number of articles, 

need is well ied by the following facts furnished 
ty Profenos Jevoun: Aone ee sinen, Mafemcteclie Zaha 








dium of exchange. Tein that eomodity that th vase 
of all other things are habitnally estimated. ete 

But the dosideratum sought by political economists is 
not a measure of the value of things at the same time and 
place, but a measure of the value of the sume thing at dif- 
ferent times and places: something by comparison with 
which it may be Ae mhhat ony Bin tag Sa 
greater or less value now than a century ago, or in this 
country than in America or China, To enable tho money 
price of a thing at two different periods to measure the 
quantity. of things in general which it will exchange for, the 
same sum of money must correspond at both periods to the 
same quantity of things in’ general—that is, money must 
always have the same exchange value, the same general pur 
chasing power. Now, not only is this not true of money, or 
of any other commodity, but we con not oven suppoeo any 
oars capral el ease in 


vale a fn dex Tu gonna ‘boof, potatoes, 
“A num artic general nso—eorn, beef, av 
wool, cotton, si sugar, indigo, timber, iron, 

re seid ite quantity of tre 


eeeees i. a paleo Pog ed farses 


standard yee who had borrowed 1,000" of 
Taro for ten years, would make note of the total money ae 


anal these articles composing the a ee eee 
ia 185 in ToT, Consequeat iat ait ims 
rela- 


ht multiple units in ten years (that is, ei, 
eae; )e ie Vf other things change in value 


1. A. Waller, “Political Roonomy,” p. 86% A German, Count Soden 
(1909), Joseph Lowe (122), and G. Poalett Scrope (183), proposed this echeram 
Bee Jevons, “Money and the Mechanism of Kxchange,” chap. xxv. 








the limits of which it would be useless at present to specu- 
late. But, on the whole, no commodities are so little ex- 
posed to causes of variation. They fluctuate less than almost 
any other things in their cost of production. And, from 
their durability, the total quantity in existence is at all times 
80 great in proportion to the annual supply, that the effect 
‘on value even of a change in the cost of production is not 
sudden: a very long time being required to diminish mate- 
riaily the quantity in existenee, and even to increase it very 
greatly not being a rapid process, Gold and silver, there- 
fore, are more fit than any other commodity to be the sub- 
ject of engagements for receiving or paying a given quantity 
at some distant period. 

Since Mr. Mill two changes in the action 
ipl laipl na ag mye 
briefly referred to by him, have led to an enormous increase 
the existing fand of gold (see chart Na. TX, Chap, VI), and a 
fall in the value of gold within twenty years after the diseov- 
eries, according to Mr. Jevons’s celebrated study,' of from nine 


+4 Serious Fall in the Valuo of Gold” (1863). 











of it which jeg are wanting to lay ont; that is, all the 
money they have in their possession, except what they are 
hoarding, or at least keeping by them as a reserve for future: 


money does not, as ho thinks, 
things, inasmuch as, in our corrected view of demand for other 
things (p. 255), it was found that the demand for other things 
than money was also limited by the means of the purchaser.’ 





'P, A. Walker defines the demand for money a“ the occasion for the use 
of money In effecting exchanges; In other words, it is the amount of money- 
work to be done" (Potition! Keanomy,!” p, 18%); and the supply af money as 
“the money-foree available to do tho money-work which the demand for money 
Indicates as required to bedone, in the given community, at che given time, The 
supply of money ix measured by . . . the amount of money and the rapidity of 
freulation" (ibid, p. 196. 





‘HE VALUE OF MONEY. 


things 
Larrea bees pate irda nracsrotret ei 
lowering the value, and every diminut it, ina ratio: 
exuctly equivalent, This, it must be observed, is a property 
peculiar to money. We did not find it to be tme of com- 
modities generally, that every diminution of supply raised 
the value exactly in proportion to the deficiency, or that 
overy increase lowered it in the precise ratio of the excoss, 
Some things are usually affected in a greater ratio than that 
of the excess or defleiency, others usually in a less; because, 
in ordinary cases of demand, the desire, being for the thing 
itself, may be stronger or weaker; and the amount of what 
people are willing to expend on it, being in any case a limit- 
ed quantity, may be affected in very unequal degrees by 
difficulty or facility of attainment, But in the case of 
money, which is desired as the moans of universal purchase, 
the demand consists of everything which people have to sell; 
and the only limit to what they are willing to give, is the 
limit set by their having nothing more to offer. The whole 
of the goods being in any ease exchanged for the whole of 
the money which comes into the market to be laid out, they 
‘will sell for lees or more of it, exactly according a3 less or 
more is brought. 

$2. It might be supposed that thero is always in cireula- 
tion in a country a quantity of money equal in valne to the 
whole of the goods then and there on sale. But this would 
‘be a complete misapprehension. Tho monay laid out is 
equal in value to the goods it purchases ; but the quantity of. 
money laid ont is not the same thing with the quantity in. 
circulation. As the money passes from hand to hand, the 
same pioce of moncy is laid out many times before all the 
things on eale at one time are purchased and finally removed 
from the market; and cach pound or dollar must be counted 











‘THE VALUE OF MONEY. 


money changes hands on an average ten times while, 

are sold to the value of a million sterling, it is 

the money required to circulate those goods is £100,000, 
And, conversely, if the money in circulation is £100,000, and. 
each picce changes hands, by the purchase of goods, ten times 


ina month, the sales of goods for money which take place 
every month must amount, on the average, to £1,000,000,. 
Ee eset ea ice eee ae ee 

made by each piece in order to affect a given 
Say en fond 


po gerbe aie ee the of ernst 
Tv 
yrith al it ban! facilities, like the Swiss, 
me ae an is: 
“ 


of different peoples, that there cruel 
ae no proportion whatever between the amount of sone 


ina comm tt ggrgat of the exchanges which 

$4. The proposition which we have laid down 
the dependence of general prices upon the quantity of money 
in eirenlation must be understood as applying only to a state 
of things in which money—that is, gold or silver—is the ex- 
elusive instrument of exchange, and actually passes from 
hand to hand at every purchase, credit in any of its shapes 
being unknown. When credit comes into play as a means 
of purchasing, distinct from money in hand, we shall here- 
after find that the connection between prices and the amount 
of tho circulating medium is much less direct and intimate, 
and that such connection as does exist no longer admits of 
80 simple a mode of expression. That an inerease of the 
qnantity of money mises prices, and a diminution lowers 
them, is the most olementary proposition in the theory of 


¥ Jovons, " Money sud the Mechaniem of Exchange," pp. 836, 399, 


7 


3800 EXCHANGE, 
currency, and without it we should have no key to any of 
the others In any state of things, however, except the 
simple and primitive one which we have supposed, the 
proposition is only true, other things being the same. 

It is habitually aasumed that whenever there is a greater 
amount of money in the country, or in oxistence, a rise of 
prices must necezearily follow. Bat this ia by no means an 
inevitable consequence. In no commodity is it the quantity 
in existence, but the qnantity offered for sale, that deter- 
amines the value. Whatever may be the quantity of money 
in the country, only that part of it will affect prices which 
goes into the market of commodities, and is there actually 
exchanged against goods, Whatever increases the amount 
of this portion of the money in the country tenda to raise 
prices. 

‘This statement needs modification, since the change in the 
Cae nak specie in the bank reserves, pectaniany ot eae 
Jand and nited States, determines ch 9 amount of 
and eae powor granted, and so affocts prices in that 
eee eee aia att by-atis pee cing actually 

ged against good: 

Tt frequently happens that money to a considerable 
amount is brought into the country, is there actually in- 
vested as capital, and again flows out, without having ever 
onee acted upon the markets of commodities, but only upon 
the market of securities, or, as it is commonly though im- 
properly called, the money market. 

A foreigner landing in the country with a treasure might 
very probably prefer to invest his fortune at interest; whieh 
we shall suppose him to do in the most obvious way by be- 
coming a competitor fora portion of the stock, railway de- 
Dentures, mercantile bills, mortgages, ete. whieh are at all 
times in the hands of the public. By doing this he would 
raise the prices of those different eccurities, or in other 
words would lower the rate of interest; and since this 
would disturb the relation previously existing between the 
rate of interest on capital in the country itself and that ia 
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iahed as to equalize its value with that of 
bullion, It may be thought, however, that the coin, though: 
it can not be of loa, may be, and being a manufactured ar 
ticle will naturally bo, of greater value than the bullion con- 
tained in it, on the same principle on whieh linen cloth is 
of more value than an equal weight of linen yarn. Thix 
would be true, were it not that Government, in this country: 
and in some others, coins money gratis for any one who fur- 
nishes the metal. If Government, however, throws the ex- 
pense of coinage, os is reasonable, upon the holder, by making 
a charge to cover the expense (which is done by giving back 
rather less in eoin than has been received in bullion, and ix 
called levying a seigniorage), the coin will rise, to the extent 
of the seigniorage, above the value of the bullion. If the 
mint kept back one per cent, to pay the expense of coinage, 
it would be against the interest of the holders of bullion to 
have it coined, until the coin was more valuable than the 
bullion by at least that fraction. The coin, therefore, would 
be kept one per cent higher in value, which could only be 
by keeping it one per cent lees in quantity, than ff its coin- 
age were gratuitous, 

on ttt pcre tc ee Ht 
charged as interest on the delay if coin wax im do 
eT et ae ee ned Hern tee aeonee ot ie 
‘one fifth of one per cent; and in 1! ea Tike ‘8 provision of the 
op re pen fe 
git be ‘ih tha bing Glycine ingen nthe 
eal mocey, 8 sclanloraes was Sareed, Creat io 


Pt ta ‘was one and a quarter cont at 
Lag en hn meng nL ie on 
the tale value, 


$2 The valuc of money, then, conforms: 
and ina state of freedom almost dramadistoly) toxth wale 
of the metal of which it ls made; with the addition, or not, 
of the exponses of coinage; sastrding: tis those expenses are 
borne by the individual or by the state, 

To the majority of civilized countries gold and silver aro 





























‘THE VALUE OF MONEY. 811 


cirenlation, just that quantity of money which will perform 
all the exchanges required of it, consistently with maintain. 
ing a value conformable to its cost of production. The 
prices of things will, on the average, be such that money 
will exchange for ite own cost in all other goods: and, pre- 
cisely because the quantity can not be prevented from affect- 
ing the value, the quantity itself will (by a sort of self-acting 
machinery) be kept at the amount consistent with that stand- 
ard of prices—at the amount necessary for performing, at 
those pricés, all the business required of it. 

















proportion—one or other of them will now be rated below 
bullion value, and there will be a profit to be made by melt 
i 


it. 

Suppose, for example, that gold rises in value relatively 
to silver, 20 that the quantity of gold ina sovereign is now 
worth more than the quantity of silver in twenty shillings. 
‘Two consequences will ensue. No debtor will any longer 
find it his interest to pay in gold. He will always pay in 
silver, because twenty shillings are a legal tender for a debt 
‘of one ponnd, and he can procure silver convertible into 
twenty chillings for less gold than that contained in a gov- 
ereign, The other consequence will be that, unless a sov- 
ereign can be sold for more than twenty shillings, all the 
sovereigns will be melted, since as bullion they will purebaso 
a greater number of shillings than they exchange for as coin. 
‘Tho converse of all this woulll happen if silver, instead of 
gold, were the metal which had risen in comparative value. 
A sovereign would not now be worth so much as twenty 
shillings, and whoever had a pound to pay would prefer pay 
ing it by a sovereign; while the silver coins would be col- 
lected for the purpose of ‘being melted, and eold as bullion 
for gold at their real valuo—that is, above the legal valua- 
tion. The money of the community, therefore, would never 
really consist of both metal, but of the one only which, at 
the particular time, best suited the interest of debtors; and 
the standard of the currency would be constantly liable to 
change from the one metal to the other, at a loss, on cach 
change, of the expense of coinage on the metal which fell 
out of use. 


This is the Lett by which is carried into effect the law 
of Sir (a merebant of ES aoe ee 
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* See 8, Dana Horton, * Gold and Silver," 187%, p. 64, ef 10g. 























A DOUBLE STANDARD AND SUBSIDIA! 
market ratio was 1 to 17°87, So extraordin 
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From this it will be seen that there has been an_enforced 
coinage by the Treasury, of almost twice as many silver dok 
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by which the industrial talent of the country is turned to. 
better account for purposes of production. Many a person: 
who has either no capital of his own, or very little, but who. 
has qualifications for business which are known and appre. 
ciated by some poxsessors of capital, is enabled eee 
either advances in money, or, mains Seely 
credit, by which his industrial capacities are pe 
mental to the increase of the public wealth, 

‘Such are, in the most general point of view, the uses of 
credit to the productive resources of the world. But these: 
considerations only apply to the credit given to the indus 
trious elasses—to producers and dealers, Credit given by 
dealers to unproductive consumers is never an addition, but 
always a dotriment, to the sourees of public wealth. It 
makes over in tetnporary use, not the eapital of the 
ductive clasts to the productive, but that of the productive 
to the unproductive. 

$3. But a more intricate portion of the theory of Oredit 
is its influence on prices; the chief cause of most of the mer 
cautile phenomena which perplex observers. In a state of 
commerce in which much credit is habitually given, general 
prices at any moment depend much more upon the state of 
oredit than upon the quantity of money. Yor eredit, though 
it fs not productive power, is purchasing power; and a per- 
son who, baving credit, avails himself of it in the purchase 
of goods, creates just as much demand for the goods, and 
tends quite as much to raise their price, as if he made an 
‘equal amount of purchases with ready money, 

~ The credit which we are now called npon to consider, as 
‘a distinct purchasing power, independent of moncy, is of 
course not credit in ite simplest form, that of money lent by 
‘one person to another, and paid directly into his hands; for, 
when the borrower expends this in purchases, he makes the 
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has money due to him 

Li and he sells his ¢ ID 
phe depele eg in Ti Goin 
one wants to make a to 
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and the one who deals in such bills) he finds there D, inquirin 
for some one who has a claim to money in Liverpool, since 
owes C in 1 for his of steel out 


rails, A makes 
title to the £20,000 which B owes bim (i, ¢., 4 bill of ex- 
it to D gets immediately 
form in which this is dono is as follows : 
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At sight [or sixty days after date] of this first bill of ox- 
fohaape teasced and thi repels) pay to the order of D [the 
importer of steel rails) £20,000, value received, and charge the 


ame to the “Simel) Diepare st-akett 
‘exporter 
SS tereal Kage 


D has now paid $100,000, or £20,000, to A for a title to 
money across the Atlantic in Liverpool, and with this title he 
‘can pay his debt to C for the rail. D indorses the bill of ox- 
change, as follows: 

Pay to the order of © [the seller of steel rails], Li I, 
yalue fn account. D [importer of steel rails), 

To B [the buyer of wheat], 

By this means D transfers his title to the £20,000 to ©, 
sends the bill across by muil (“first in one steamer, “second” 
in another, to insure certain transmission) to C, who then calls 
‘upon B to pay him the £20,000 instead of B sending it across 

Atlantic to A; and all four persons have made their pay- 
ments the more i by the use of this convenient device. 
‘This is the simplest form of the transaction, and it does not 
chango the principle on which it is based, when, as is the 
a er buys the bills of A, and sells the bills to D—since 
typifies all exporters and D all importers, 














Of all thee bills, then, only one represents any actual prop- 
orty. * 
‘The extent of a man's actual sales forms some limit to 
the amount of his real notes; and, as it is highly desirable in 
commerce that credit should be dealt ont to all persons in 
some sort of regular and due proportion, the measure of a 
man’s actual sales, certified by the appearance of his bills 
drawn in virtue of those sules, is come rule in the case, 
though a very imperfect one in many respects. When a 
bill drawn upon one person is paid to anothor (or even to 
the eame person) in discharge of a debt or a pecuniary claim, 
it does something for which, if the bill did not exist, money 
would be required: it performs the functions of eurrency. 
‘This is a use to which bills of exehange are often applied- 

Many bills, both domestic and foreign, are at last pre- 
sented for payment qnite covered with indorsements, each 
of which represents cither a fresh discounting, or a pecun- 
iary transaction in which the bill has performed the func- 
tions of money. 

$5. A third form in which credit is employed as a sub- 
stitute for currency is that of promissory notes, 

‘The difference between a bill of exchange and a promissory 
ote ig that the former in an onder for the payment of money, 
while the Vea Nd of Tn a-note t 
jet et liable ; in a bill the drawer becomes lia 
le only after an ineffectual resort to the drawee, 

Tn tho United States a Western merchant who buys $1,000 
worth of cotton goods, for instance, of a Boston commission. 


house on credit, customarily gives his note for the nmount, and 
this note is put upon the market, or ata for 


a yet ‘The custom, however, is quite different in England 

Satay (and generally, it is stated, on the Continont), 

‘of exchange are employed in cases where we use o 

promissory note. A house in London sells $1,000 worth of cot- 

ton goods to A, in Curlislo, on a credit of sixty days, draws a bill 
of exchango on A, which is a domand upon to pay in a 
time an a Doon 3 ta by bimisa legal 

tion, ‘The Loudon house takes this bill (perhaps adding its own 


















without any intervention of money, by the mere trans- 
fer of its amount in the banker’s books from the credit of the 
payer to that of the receiver. Tf all persons in [New York] 
kept their cash at the same banker's, and made all their pay- 
ments by means of checks, no money would be required or 
used for any transactions beginning and terminating in [New 
York]. This ideal limit ia almost attained, in fact, so far 
as regards transactions between (wholesale) dealers. It is 
chiefly in the retail transactions between dealers and con- 
sumers, and in the payment of wagos, that money or bank- 
‘notes now pass, and then only when the amounts are small. 
As for the merchants and larger dealers, they habitually 
make all payments in the course of their business by checks. 
‘They do not, however, all deal with the sme banker, and, 
when A gives a check to B, B usually pays it not into the 
sune but into some other bank. But the convenience of 
business has given birth to an arrangement which makes all 
the banking-houses of [a] city, for certain purposes, virtually 
one establishment. A banker does not send the checks which 
‘are paid into his banking-house to the banks on which they 
are drawn, and demand money for them. There is a build- 
ing called the Clearing-House, to which overy [nomber of 
the association] sends, each afternoon, all the checks on other 
bankers which he has recetved during the day, and they are 
there exchanged for the checks on him which have come 
into the hands of other bankers, the balances only being paid 
in money; or even these not in money, but in checks. 
A clearing-honse is a circular railing containing as 
Puanpincasiias as tiene ase Taka in the sttodlation a dak 
23 











OHAPTER IX. 
IXVEUENCK OF CREDIT ON FHICES. 


§ 1. Havtsa now formed a general idea of the modes in 
which credit is made available as a substitute for money, we 
have to consider in what manner the use of these substitutes 
affects the valuc of money, or, what is equivalent, the prices 
of commodities, It is hardly necessary to say that the per- 
manent value of money—the natural and average prices of 
commodities—are not in question here. These are deter. 
mined by the cost of producing or of obtaining the precious 
metals. An ounce of gold or silver will in the long run ex- 
change for a4 much of every other commodity as can be pro- 
duced or imported at the same cost with itself. And an 
order, or note of hand, or bill payable at eight, for an onnoo 
of gold, while the credit of the giver is unimpaired, is worth, 
neither moro nor less than the gold itself. 

It is not, however, with ultimate or average, but with 
immodinte and temporary prices that we are now concerned, 
These, as we have seen, may deviate very widely from the 
standard of cost of production. Among other causes of 
fluctuation, one we have found to be the quantity of money 
in circulation. Other things being the same, an increase of 
the money in circulation raises prices; a diminution lowers 
them. If more money is thrown into circulation than tho 
quantity which can cireulate at a value conformable to ite 
cost of production, the value of money, so long as the excess 
laste, will remain below the standard of eost of production, 
and general prices will be sustained above the natural rate, 

But we have now found that there are other things, such 








in hand. He creates a demand for the article to the full 
amount of hie money and credit taken together, and mises 
the price proportionally to both. And this effect is pro- 
dueed, though none of the written instruments called aubsti- 
tutes for currency may be called into existence; though the 
transaction may give rise to no bill of exchange, nor to the 
issue of a single bank-note. The buyer, instead of 

mere bookcredit, might have given a bill for the amount, 
SoHE Be pei far tan es ihe oes rene 
for that from banker, thus making the purchase 
not on his own credit with the seller, but on the banker's 
credit with the sellor, and his own with the banker, Had he 
done 20, he would have produced as great an effect on price 
as by a simple purchase to the same amount ona book-credit, 
but no greater effect. The credit itself, not the form and 
mode in which it is given, is the operating cause, 

§ 3. The inclination of the mercantile public to increase 
their demand for commodities by making use of all or much 
of their credit as a purchasing power depends on their ex- 
pectation of profit. When there is a general impression 
that the price of come commodity is likely to rise from an 
extra demand, a short crop, obstructions to importation, or 
any other cauze, there is a disposition among dealers to in- 
crease their stocks in order to profit by the expected rise, 
‘This disposition tends in itself to produce the effect which 
it looks forward to—a rise of price; and, if the rise is con- 
considerable and progressive, other speculators are attracted, 
who, so long as the price has not begun to fall, are willing 
to believe that it will continue rising. These, by further 
purchases, produce a further advance, and thus a rise of 
price, for which there were originally some rational grounds, 
is often heightened by merely speculative purchasos, until it 
greatly excoeds what the original grounds will justify, After 
atime this begins to be perceived, the price ceases to rise, 
and the holders, thinking it time to realize their gains, are 
anxious to sell. Then fhe price begins to decline, the hold- 
ers rush into the market to avoid a still greater loss, and, 









INFLUENCE OF CREDIT ON PRICES. 


during the previous poriod of speculation they Hava ies 
above it; the fall, as well a3 the rise, originating not in any- 
thing affecting money, but in the state-of credit. 
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§ 4. It does not, indeed, follow that eredit wild be more 
used becanse it can be. When the state of trade holds out 
no particular temptation to make large purchases on credit, 
dealers will uze only a small portion of the eredit-power, 
and it will depend only on convenience whether the portion 

Tee © Nature,” xix, 33, 088. 

* See Walkur’s “ Money,” p. 478. 

* Vol. |, p. 302. Seo Sumner's “Iistory of American Currency" and Walk 
e's “Money for much valuable material, 














in circulation at tho time, but on their opinion of his sol. 
yency, If any consideration of a more general character 
enters into their calculation, it is only in a time of preseure 
on the Joan market, when they are not certain of being them- 
solves able to obtain the credit on which they have been ac- 
eustomed to rely; and even then, what they look to is the 
general stute of the loan market, and not (preconceived the: 
ory apart) the amount of bank-notes, So far, as to the will- 
ingness to give credit. And the willingness of a dealer to 
tse bis credit depends on his expectations of gain, that is, on 
his opinion of the probable future price of his commodity ; 
an opinion grounded either on the rise or fall already going 
on, or on his prospective judgment respecting the supply 
and the rate of consumption. When a dealer extends his 
purchases beyond his immediate means of payment, engag- 
ing to pay al a apecified time, he does so in the expectati 

either that the transaction will have terminated favorably 
before that time arrives, or that he shall then be in posses- 
sion of sufficient funds from the proceeds of his other trans- 
actions, ‘The fulfillment of these expectations depends upon 
prices, but not specially upon the amount of bank-notes. 
It is obvious, however, that prices do not depend on money, 
but on purchases. Money left with « banker, and not drawn 
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willing to give coin for notes,” stability of valut might be se- 
papers rot een 
will depreciate in the proportion of the toll 
extent of the uses assigned to it; so that the relation of quan- 
tity to uses is the only thing which ean give value to slat money, 
‘but boyond a certain point in the issues other forces than mere 
quantity in to affect the value, Although the paper is not 
even a to pay value, the form of ion on its face, 
‘or the term used as its designation, general Ny tends, under the 
force of convention and habit, to give a popular value to paper, 





*“ Money and the Mechanism of Exchange” p. 282, 











Suppose that, in a country of which the currency is 
wholly metallic, a paper currency is suddenly issued, to the 
amount of half the metallic cireulation; not by a 


currency by prices 
will rise, and, among the rest, the prices of ull things made 
of gold and silver. An ounce of manufactured gold will be- 
come more valuable than an ounce of gold coin, by more 
than that customary difference which compensates for the 
value of the workmanship; and it will bo profitable to melt 
the coin for the purpose of being manufactured, until os 
much has been taken from the currency by the subtraction 
of gold as had been added to it by the issue of paper, Then 
prices will relapse to what they were at first, and there will 
be nothing changed, except that a paper currency has been 
substituted for half of the metallic currency which existed 
before. Suppose, now, a second emission of paper; the 
same serics of effects will be renewed; and so on, until the 
whole of the metallic moncy has disappeared [sce Chart 
No. XIV, Chap. XV, for the exportation of gold from the 
United States after the issue of our paper money in 1862]: 
that is, if paper be issued of as low a denomination as 
the lowest coin; if not, as much will remain as conven- 
jence requires for the smaller payments. The addition 
made to the quantity of gold and silver disposable for 
ornamental purposes will somewhat reduce, for a time, the 
value of the article; and as long as this is the case, even 
though paper has been ised to the original amount of 
the metallic eireulation, as much coin will remain in cir 
culation along with it as will keep the value of the cur- 
rency down to tho reduced value of the metallic material; 
Dnt the value having fallen below the cost of produetion, a 
stoppage or diminution of the supply from the mines will 
enable the surplus to be carried off by the ordinary agents of 
destruction, after which the metals and the currency will 
recover their natural value. We are here supposing, as we 








AN INCONVERTIBLE PAPER CURRENCY. 


the issuers in exebange for coin; and they will not be 
able to maintain in circulation such a quantity of convertible 
paper as to sink its value below the metal which it repre- 
sents. It is not so, however, with an inconvertible currency. 
To the increase of that (if permitted by law) there is no 
check, The issuers may add to it indefinitely, lowering ita 
Basse pa esing roto ie ree eesy er en eco 
‘words, depreciate the currency without lim! 

Fea Rrcire: on ca viec etninaonaeie 
evil. All variations in the value of the cireulating medium 
are mischievous : disturb existing contracts and expec- 
tations, and the liability to such changes renders every pecuny 
dary engagement of long date entirely precarions, The per- 
fon who buys for himeclf, or gives to another, an annuity 
‘of one [hundred dollars}, does not know whether it will be 
equivalent to [two hundred or to fifty dollars) a few years 
hence, Great as this ovil would be if it depended only on 
accident, it i still greater when placed ot the arbitrary dis 

of an individual or a body of individuals, who may 
ave any kind or degree of interest to be served by an artifi- 
cial fluctuation in fortunes, and who have at any rate a 
strong interest in issuing as much as possible, each issue 
being in itself a source of profit—not to add, that the is 
mere may have, and, in the case of a government paper, al- 
‘ways Lavo, a direct interest in lowering the value of tho 
currency, because it is the medium in which their own debts 
are computed. 

cen United States Supreme Conrt had decided in Decem- 

Der, 1570, by the second der decision, that the ise of 
backs {inconvertible from 1862 to 1879) was constitutional 

ring a Hews of war; but it was thought that the reissue of 
these notes since the war, when no war emergency eould be 
gsi wis ee ha ‘This view, however, was met by 
unfortunate decision of the Supreme Court, delivered oy 
Mapas pees March, 1884, which announced the doctrine that 
I of an issue of legal-tender paper money was to 
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AN INCONVERTIGLE PAPER CORRENCY. 


strict rules, one role being that, whenever bullion rose above 
the mint price, the issues should be contracted until the 
market price of bullion and the mint price were again in 
accordance, such a currency would not be subject to any. 
of the evils usually deemed inherent in an inconvertible 


Ber eGe aleateosl eoapitert ctiecmeney ast MEME 
vantages sufficient to recommend it to adoption, An incon- 
yertible enrrency, regulated by the price of bullion, would 
eonform exactly, in all its variations, to a convertible one; 
and the only advantage gained would be that of exemption 
from the necessity of keeping any reserve of the precious 
metals, which is not a very important consideration, espe- 
cially as a government, so long as its good faith is not sus- 
pected, need not keep so large a reserve as private issuers, 
being not so liable to great and eudden demands, since thero 
nover can be any real doubt of its solrency. 

The United Statos since 1879 finds that a reserve of from 
$120,000,000 to $140,000,000 is a sufficient reserve for ont 

esting access tha amonnt of 6346,000,000, and greenbacks 
are now at» par with gold. 
Against this small advantage is to be set, in the first place, 
the possibility of fraudulent tampering with the price of 
bullion for the sake of acting on the currency, in the man- 
ner of the fictitious sales of corn, to influence the averages, 
so much and #o justly complained of while the corn laws 
were in force. But a still stronger consideration is the im- 
portance of adhering to a simple principle, intelligible to 
the most untaught capacity. Everybody can understand 
convertibility ; every one sees that what can be at any mo- 
ment exchanged for five [dollars] is worth five [dollars]. 
Regulation by the price of bullion is a more complex idea, 
and does not recommend itself through the same familiar 
aseociations. There would be nothing like the same confi- 
dence, by the public generally, in an inconvortible currency 
ao regulated, as in a convertible one: and the most instructed 
person might reasonably doubt whether such a rule would be 
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AN INCONVERTIDLE PAPER CURRENCY: 353 
commonest is, that a paper currency can not be iaaued in ex- 
cess 80 long as every note issued represents property, or has 
a foundation of actual property to rest on. ‘These phrases, 
of representing and resting, seldom convey any distinct or 
well-defined idea; when they do, their meaning is no more 
than this—that the issuers of the paper must Aave property, 
either of their own, or intrusted to them, to the value of all 
the notes they issue, though for what purpose does not very 
clearly appear; for, if the property can not be claimed 
in exchange for the notes, it ix diffeult to divine in what 
manner ita mero existence can serve to uphold their value. 
I presnme, however, it is intended as a guarantee that 
the holders would be finally reimbured, in ease any une 
toward erent should cause the whole concern to be wound 
up. On this theory there have been many echemes for 
“eoining the whole land of the country into money” and 
the like, 

Tn ¢o far og this notion has any connection at all with 
reason, it seems to originate in confounding two entirely dis- 
tinct evils, to which a paper currency is linble. One is, the 
insolvency of the issuers; which, if the paper is grounded 
on their credit—if it makes any promise of payment in eash, 
either on demand or at any future time—of course deprives: 
the paper of any value which it derives from the promise. 
To this evil paper credit is equally liable, however moder- 
ately used; and against it, a proviso that all isucs should 
be “founded on property,” as for instance that notes should 
only be issued on the security of some valuable thing ex- 
presely pledged for their redemption, would really be efficne 
cious as a precaution, But the theory takes no: account of 
another evil, which is incident to the notes of the most sol 
yent firm, company, or, government; that of being depre- 
elated in valne from being issned in excessive quantity. The 
assignats, during the Fronch Revolution, were an example of 
@ cnrrency grounded on these principles, The assignats 
“represented” an immense amount of highly valuable prop: 
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vory much of their market value, they would probably 


have been brought in to be for land. It must 
Ua, secs bared, hamaney, that shat oth being erases 
ated wonld presuppose that no namber of them 


eontinned in cirenlation than would have eireulated if they 
had been convertible into exh. However convenient, there- 
fore, in a time of revolution, this currency convertible into 
land on demand might have been, as a contrivance for 
selling rapidly s great quantity of land with the least pos 
sible sacritice, it is difficult to see what advantage it would 
have, a2 the permanent system of a country, over a eur 
reney convertible into coin; while it is not at all difficult to 
soe what would be its disadvantages, since land is far more 
variable in value than gold and silver; and besides, land, to 
most persons, being rather an incumbrance than a desirable 
possession, except to be converted into money, people would 
submit to a much greater depreciation before demanding 
land, than they will before demanding gold or silver.’ 

Te has boon said that the assignats circulated without logal- 
tender power. Thoy were received by the Fronch treasury, 
and a law was condemning a man to six years in irona 
for exchanging gold or silver for assiguats at a greater than 
the nominal or face value of the latter. The subsequent isos, 
called mandate, did not eet land, but were directly ex- 
changeable for the land, ‘on that kind of money is no more 

‘than & proportional amount of tax receipts for land, 
In a very short time mandats wore worth yyy of thelr face 
value, and assignate very much loss, Tho ass: moreover, 
were not limited in quantity to the money value of the lands 
|. By 1796, 45,000,000,000 francs of assignats 

been issucd. 

§ 4. ‘Tho experience of the colonics before our Revolution 
is rich in warning examples of the over- issue of inconvert- 
ible paper money. Those of Rhode Island* and the Prov- 


1 For the best belef acoount of the Issues of assignats, woe President A. D, 
White's “ Paper Monoy Inflation in France.” See aluo F. A. Wallor, “Money,” 
Pp 996-347; Bazot's “ Assignatia”; and Alison's “History of the French 
Revolution,” vol. tl, p. 606. 

See “Some Account of the Bills of Crodit or Paper Money of Rhodo Ieland, 
1710-1786," ia“ Rhode Island Historical Tracts," No, 8 (1880), by E. 8, Potter 
and 8. 8, Rider. 
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that. (2) our national debt beeame 
than it need havo been; (3) 
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ractical 

le source of serge 

F the whole $150,000,009, $50,000,000 were act aside asa 
reserve for temporary deposits ; but in July, 1864, 8481,000,000 
were in circulation. At this time (Juno 30, 1864) Congress, 
retaining distinetly the oct that vs miei eS waa but 
@ tempor measure, forbade any furthor issues, Secretary 
Mec if aay 

‘tract, and, 


okt 


immediately op the close of the war, began to eon- 
a resolution of the lower branch in Congress 


, 
(Doon ts 1865), 2 cordial concurrence in the measures for 
contraction was manifested. Of course, the return from the 
path of inflated credit and high 
gress bogan to feel the pressure o: 
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‘crease of paper currency stimulates every producer to his 
‘utmost exertions, and brings all the capil ed Taber 6B the 
‘country into complete employment; and that this has invari. 
ably happened in all periods of rising prices, when the rise 
‘was on a sufficiently great scale. I presume, however, that. 
the inducement which, according to Mr. Attwood, excited 
this unusual ardor in all persons engaged im production 
mast have been tho expoctation of getting more of commodi- 
ties | lly, more real wealth, in exchange for the produce 
of labor, and not merely more pieces of paper. This 
icocsere seal have been, by the very terms of 
the supposition, disappointed, since, all prices being supposed 
to rise equally, no one was really better paid for his goods 
‘than before. It calculates on finding the whole world per | 
sisting forever in the belief that more pieces of paper are 
more riches, and never dizeovering that, with all their paper, 
they can not buy more of anything than they could before. 
At the periods which Mr. Attwood mistook for times of 
prosperity, and which were simply (as all periods of high 
under a convertible currency, must be) times of specu 
lation, the speculators did not think they were growing rich 
because the high prices would last, but because they would 
not last, and because whoever contrived to realize while they 
id last would find himself, after the recoil, in possession of 
a greater number of [dollars], without their having become 
of lees value. 
Hume's vorsion of the doctrine differed in a slight degree 
from Mr. Attwood’s. He thought that all commodities would 
not rise in price simultaneously, and that some persons there- 
fore would obtain # real gain, hy getting more money for 
what they had to sell, while the things which they wished to 
buy might not yet have risen. And those who would reap 
this gain would always be (he seems to think) the first com- 
ers. It seems obvious, however, that, for every person who 
thos gains more than usual, there is necessarily eome other 
person who gains leas. The loser, if things took place as 
Hume supposes, would be the seller of the commodities 
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CHAPTER XL 
OP EXCESS OF SUPPLY. 


§ 1. Avren the elementary exposition of the theory of 
money contained in the last few chapters, we shall return to 
question in the general theory of Value which could not 
be satisfactorily dieussed until the nature and operations of 
Money wero in some measure understood, because the errors 
against which we have to contend mainly originate in « mis- 
understanding of those operations. 

Because the phenomenon of oversupply and consequent 
Peeoertentenye or lem Inthe prodcsen.y dele may eal 
the case of any one commodity whatever, many persons, in- 
cluding some distinguished political economista,' have thought 
that it may exist with regard to all commodities; that there 
may be a general overproduction of wealth; a eupply of 
commoditios in tho aggrogate surpassing the demand; and a 
consequent depressed condition of all lames of producers, 

‘The doctrine appears to me to involye so much inconsist- 
ency in its very conception that I feel considerable difficulty 
in giving any statement of it which shall be at once clear and 
satisfactory to its supporters. Thoy agree in maintaining 
that there may be, and sometimes is, an excess of produc- 
tions in general beyond the demand for them; that when 
this happens, purchasers can not be found at prices which 
will repay the cost of production with a profit; that there 
ensues a gencral depression of prices or values (they aro scl- 

Mr, Malthus, De, Chaliners, M. do Siaméndi, and variois minor writers, 


Tt Is expeeially Likely that, in tines of commercial depression, the journals of 
the dxy will contain arguments to show a general orerproduoticn. 
pry 
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Everybody would bring a double demand as well ax sup. 
ply; everybody would be able to buy twice as much, because 
every one would have twice as much to offer in exchange. 
It is probable, indeed, that there would now be a su) 

of certain things. Although the community would willingly 
double its aggregate consumption, it may already have as 
much as it desires of some commodities, and it may prefer 
todo more than double its consumption of others, or to ex- 
ercise its increased purchasing power on some new thing. 
If so, the supply will adapt itself accordingly, and the values 
of things will continue to conform to their cost of produc 
tion. At any rate, it is o sheer absurdity that all things 
should fall in value, and that all producers ehould, in conse- 
quence, be insufliciently remunerated. If values remain the 
same, what becomes of prices is immaterial, since the remu- 
noration of producers does not depend on how much money, 
but on how much of consumable articles, they obtain for 
their goods. Besides, money is a commodity; and, if all + 
commodities are supposed to be doubled in quantity, we 
must suppose money to be doubled too, and then prices 
would no more fall than yalaes would, 

§ 3. A gencral oversupply, or excees of all commodities 
above the demand, so far as demand consists in means of 
payment, is thus shown to be an impossibility. But it may, 
perhaps, be supposed that itis not the ability to purchase, 
hut the desiro to possess, that falls short, and that the gen- 
eral produce of industry may be greater than the eommn- 
nity desires to conaume—the part, at least, of the community 
which has an equivalent to give. ‘ 

This is much the most plansible form of the doctrine, 
and does not, like that which we first examined, involve a 
contradiction. There may easily be a groater quantity of 
any particular commodity than is desired by those who have 
the ability to purchase, and it is abstractedly conceivable 
that this might be the case with all commodities, The error 
is in not perceiving that, though all who have an equivalent 
to give might be fully provided with every consumable 
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duce. Neither of the elements of demand, therefore, can’ 
be wanting when there is an additional supply, though it is. 
perfectly possible that the demand may be for one thing, and. 
the supply may, unfortunately, consist of another. 


It is not sufficiently borne in mind, Si 
riodsen Toate vara sing inane, ith enipraraiaiat 
the their 


tire form; and the advances in the arts disclose new com-_ 
modities which satisfy the world’s aise for thas ew 
tatiafactions people are willing to work and produce in order 
to attain them, With education also comes a wider horizon 
So eed gieny fotie it ee GoM eT TA 
new things for which the mind before had no desires. A little 

reflection, - a ae teepebaecy 





‘ever will have, all its 


wants fi 
sible that there will ever be a falling off in demand, beca 
# satiety of all material sati taintaotions, 


Q4. [have already described the state of the markets for 
commodities which accompanies what is: termed # commer. 
cial crisis. At such times there is really an excess of all 
eommodities above the money demand: in other words, 
there is an under-supply of money. From the sudden anni- 
hilation of a great mass of credit, every one dislikes to part 
with ready money, and many are anxious to procure it at 
any sacrifice, Almost everybody, therefore, is a seller, and. 
there are scarcely any buyers: so that there may really be, 
though only while the crisis lasts, an extreme depression of 

prices, from what may be indiscriminately called « 
glut of commodities or a dearth of money. But it isa Breat 
error to suppose, with Sismondi, that a commercial crisis is 
the effect of a general excess of production. rales ice 
the consequence of an excess of speculative purchases. It 
not a gradual advent of low prices, but a sndden recoil pee 
prices extravagantly high: its immediate canse is a contrac- 
tion of credit, and the remedy is, not a diminution of sup- 
ply, but the restoration of confidence. It is also evident 
that this temporary derangement of markets is an evil only 
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of demand, and the production and accumulation which 
merely reduce profits can not be called excess of supply or 
of production. What the phenomenon teally is, and its 
effects and necessary limits, will be seen when we treat of 
that express subject. 
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exchange for one another in the ratio of their cost of pro- 
duction. 


Hore, is a distinct ‘ion of tho true moaning of 
shri or! and its ruling ix sorvishiarn ecnnaeag 
nn Hams ees seen Lenibayhall eal peitoaana by Mr. 


It sometimes happens [however] that two different com- 
modities have what may be termed a joint cost of produc+ 
tion, They are both products of the same operation, or set 
of operations, and the outlay is incurred for the sake of both 
together, not part for one and part for the other. The samo 
outlay would have to be incurred for either of tho two, if the 
other were not wanted or used at all. ‘There are not a few 
instances of commodities thus associated in their production. 
For example, coke and conl-gas are both produced from the 
same material, and by the same operation. In a more partial 
sense, mutton and wool are an example; beef, hidea, and tal- 
low; calves and dairy produce; chickens and eggs. Coat of 
production ean have nothing to do with deciding the value 
of the associated commodities relatively to each other. Tt 
only decides their joint value. Cost of production does not 
determine their prices, but the sum of their prices. A-prin- 
ciple is wanting to apportion the expenses of production be- 
tween the two. 

Since cost of production here fails ue, we must revert to 
a law of value anterior to cost of production, and more 
fundamental, the law of domand and supply. The law is, 
that the demand for a commodity varies with its value, and 
that the value adjusts itself ao that the demand shall be 
equal to the supply. This supplies the principle of reparti- 
tion which we are in quest of. 

Suppose that a certain quantity of gas is produced and 
sold at a certain price, and that the residuum of coke is 
offered at a price which, together with that of the gas, re- 
pays the expenses with the ordinary rate of profit. Sup- 
pose, too, that, at the price put upon the gas and coke re 
spectively, the whole of the gas finds an easy market, with- 
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ucts were either grown indiscriminately and with equal ad- 

‘on the same ecils, or wholly on different soils. The 
difficulty arises from-two things: firet, that most soils are 
fitter for one kind of produce than another, without being 
absolutely unfit for any ; and, secondly, the rotation of crops. 

For simplicity, we will confine our supposition to two 
kinds of agricultural produce; for instance, wheat and oata, 
If all soils were equally adapted for wheat and for oats, both 
would be grown indiscriminately on all coils, and their rela- 
tive cost of production, being the same everywhere, would 
govern their relative value. If the same labor which grows 
three quarters of wheat on any given soil would always 
grow on that soil five quarters of oats, the three and the five 
quarters would be of the same value. Tho fact is, that both 
wheat and oats can be grown on almost any soil which is 
capable of producing either. 

It is evident that each grain will be cultivated in prefer 
ence on the soils which are better adapted for it than for 
the other; snd, if the demand is supplied from these alone, 
the values of the two grains will have no reference to one 
another. But when the demand for both is such ns to re- 
quire that each should be grown not only on the soils peoul- 
jarly fitted for it, but on the medium soils which, without 
being specifically adapted to either, are about equally suited 
for both, the cost of production on those medium soils will 
determine the relative value of the two grains; while the 
rent of the soils specifically adapted to each will be regu- 
lated by their productive power, consid- 9... ‘tae 
ered with reference to that one [grain] A 
alone to which they are peculiarly appli- 
cable. Thus far the question presents 
no diffiealty, to any one to whom the 
general principles of value are familiar. 






This may be easily shown by a dia- 





in which A represents the ate of 
find bort adapted far onts 33 B 
spectively, lands of diminishin; laren for oats, until 





OHAPTER XIII. 
OF INTERNATIONAL TRADE, 


§.1. Some things itis physically impossible to produce, 
except in particular eircumstances of heat, soil, water, or at- 
‘But there are many things whieh, they 
could be produced at home without difficulty, and in any 
‘quantity, are yet imported from a distance. The explanation 
which would be popularly given of this would be, that it is 
cheaper to import than to produce thom: and this is the trac 
reagon. But thie reason itself requires that a reason be given 
for it. Of two things produced in the same place, if one is 
than the other, the reason is that it can be produced 
with less labor and capital, or, in a word, at less cost. Ts this 
also the reason as between things produced in different 
places? Are things never imported but from places where 
they can be produced with less labor (or less of the other 
‘element of cost, time) than in the place to which they are 
brought! Docs the law, that permanent value is propor- 
tioned to cost of production, hold good between commodi- 
ties produced in distant places, as it docs between those pro- 
duced in adjacent places 

We shall find that it does not. A thing may sometimes 
he sold cheapest, by being produced in some other place 
than that at which it can be produced with the smallest 
amount of labor and abstinonce. 

‘This could not happen between adjacent places. If the 
north bank of the Thames possessed an advantage over the 
south bank in the production of shoes, no shoes would be’ 
produced on the sonth side; the shoemakers would remove 
themselves and their eapitals to the north bank, or would 
have established themselves there originally ; for, being com- 
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other countries, It would export articles of eome sort, even 
to places which could make them with less labor than iteelf; 
‘because those countries, supposing them to have an advan- 
tage over it in all productions, would have a greater advan- 
tage in some things than in others, and would find it their 
interest to import the articles in which their advantage was 
smallest, that they might employ more of their labor and 


capital on those in which it was greatest. 
ag ental as, 2 Co shecry, Pe value ee 


the particular reason there exists no 
inthe fon coer ere 
Sree 


ae ig comlny. Eo) 
another. if Weal at to new teary necessary. 
Se ren ooh: ma exchange for each other 
their belfry Lot eae ep 
which insures eeteck cite Satya beans and eapi- 
tal. Tt has boon usually assumed that capital and labor move 


not 
sistent with the facts. We saw that were hn bene 
ees groups within os same nation. Mr. Mill 


Es oo ee Car hime page 
istivul “gl erence rel 
Paul social custorme—in in forma of civili ary = 


exist. ieewean 3 vats and Montana ; or erates 
tween two asian States, Ohio and Kentucky, one a free 
and the other an old slave Labor and capital have not 
in the past moved freely even across Mason and Dixon's line. 
There is, therefore, no treatment of international trade and 
values separate from the laws of value already laid down con 
cerning non-competing groups, since there is ‘no free com- 
petition between all the industrial groups within a country, 





* Book TH, Chap. I, § 4 
+“ Leading Principles," pp. 202-807. 











cotton 
bE land and Sree) whicl 
‘the foreign trade, 


To illustrate the cases in which interchange of commodi- 


‘and the corn, cach of which required 100 days’ labor in the 
United States, requiring each 160 days’ labor in England. 
Tt would follow that the iron of 150 days? labor in England, 
if sont to the United States, would be equal to the iron of 
100 days’ labor in the United States ; if exchanged for corn, 
therefore, it would exchage for the corn of only 100 days’ 
labor. But the corn of 100 days’ labor in the United States 
‘was supposed to be the same quantity with that of 150 days? 
Tabor in England. With 150 days’ labor in iron, therefore, 
England would only get ns much corn in the United States 
a8 she could raise with 150 days’ labor at home; and che 
would, in importing it, have the coat of carriage besides. In 
theee cireumstances no exchange would take place. In this 
case the comparative costs of the two articles in England and 
in the United States were snpposed to be the same, though 
the absolute costs were different; on which supposition we 
see that there would be no labor saved to either country by 
confining its industry to one of the two productions and im- 
porting the other. 

It is otherwise when the comparative and not merely 

26 








INTERNATIONAL TRADE. 
‘Te case in wbiok both’ Kr tho United States 
RPM EA te sat trate sipy te idea ieikdg abo 





Shiba carries @ bushels of corn from the United 
States to a can there exchange it for at least y tons of 
Sa beante ter acerier reg tions nies 

cost and brin; ome, gaini ie 
Tnited States the difference between. the 100 days" labor in 
corn, paid for the y tons of iron, and the 125 days which the 
iron would have coat here if produced at home, Tn this case 
‘tho Unitod States has an adi over England in both eorn 
and iron, but still an international trade will spring up, because 
the United States will derive a gain Cui de ‘the less cost of 
corn a8 comy with the cost of iron. comparative ad- 
yantage is in corn, England, also, by sending to the United 
States y tons of iron, gets in return for it 2 bushels of corn. 
To the corn herself would have cost her 200 days? lax 
bor, but she bought that corn by only 150 days’ labor spent on 
fron. England's comparative advantage is in iron, Then both 
countries will gain. 

r. Bowen’ gives an instance of international trade where 
one country has the advantage in both of the commodities 
entering into the exchange : “The inhabitants of Barbadoes, 
favored’ hy their tropical climate and fertile soil, can raise 
provisions than wo can in the United States, And 
yet Barbadoes buys a all her provisions from this coun- 

. Why is this so? wise, though Barhadoes bas the 
airaatage over us in the ability to raise provisions cheaply, 
sho has a still ter advantage over us in her power to pro- 
duce sagar and molasses, If she has an advan of one 
fourth in raising provisions, she has an advantage of one half 
in rogard to products exclusively tropical; and it is better 
for her to employ all her labor and capital in that branch 
of production in which her advantage is greatest, She can 
thus, by trading with us, obtain our breadstuffs and meat at a 
tide axpause ot latce sud anpieal han, uey.ouk ‘ascelver 
If, for instanco, a barrel of flour costs ten days’ labor in the 
Thited States and only cight days’ labor in Barbadoes, the 
people of Barbadoes can still profitably bay the flour from this 





44 american Political Keonomy," p. 481. 








‘would not be 60 productive, the two together ae 
tain from thelr industry so great. a quantity of commod 
as when each employs itself in producing, both for itself and 
for the other, the things in which its papery dr 
efficient. The addition thus made to the produce of the two 
combined constitutes the advantage of the trade. It is pos- 
sible that one of the two countries may be altogether inferior 
to the other in productive capacities, and that its labor and 
capital could be employed to greatest advantage by being re- 
moved bodily to the other, The Isbor and capital which 
have been sunk in rendering Holland liabitable would have 
es }a much greater return if transported to America or 
|. The produce of the whole world would be greater, 
or the labor Jess, than it is, if everything were produced 
where there is the greatest absolute facility for its produc- 
tion. But nations do not, at least in modern times, emigrate 
en masse ; and, while the labor and capital of a country re- 
main in the country, they are most beneficially employed in 
for forcign markets a8 well as for ita own, the 
things in which it lies under the least disadvantage, if there 
be none in which it possesses an ndvantage. 
‘The fundamental ground on which all trade, or all exchange 
of commodities, rests, is division of labor, or separation of em- 
ite, Beyond the ordinary gain from division of labor, 
tid rom increased dexterity, thore exist gains arising from 
the development of “the special capacities or resources pos- 
y particular individuals or localities.” International 
exchanges call out chiefly the special advantages offered by 
Meteo ply con, aden, rehioh gorse! egibiede gfe 
« . it ‘or 
much in She sorimherse of mations is where os anions eons 
cerned ocoupy different grades in the scale of civilization. . . 
‘The most striking example which the world has ever seen of a 
foreign trade determined by the peculiar personal qualities of 
those engaged in ministering to it is that which was furnished 
by the thern States of the Amcrican Union previous to the 
ition of slavery. The effect of that institution was to give 
a very distinct industrial character to the liboring population 
of those States which unfitted them for all but a very limited 
number of occupations, but gave them 4 certain special fitness 
for these. Almost the entire industry of the country wae con- 
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The notion that money alone is wealth has been long 
, but it has left many of its progeny behind it. Adam 
of the benefit of foreign trade was, that it 
_ afforded an outlet for the surplus produce of a country, and 
enabled a portion of the capital of the country to replace it- 
self with a profit. The expression, surplus produce, seems 
to imply that a country is under some kind of necessity of 
producing the corn or cloth which it exports; so that the 
which it docs not itself consume, if not wanted and 
consumed elsewhere, would either be produced in sheer 
waste, or, if it were not produced, the corresponding portion 
of capital would romain idle, and the mass of productions in 
the country would be diminished by so much. Either of 
those euppositions would be entirely erroncons, The coun- 
try produces an exportable article in excess of its own wants 
re no inherent necessity, but as the cheapest mode of sup- 
plying itself with other things. If prevented from exporting 
this surplus, it would cease to produce it, and would no 
Jonger import anything, being unable to give an equivalent; 
‘bat the labor and capital which had been employed in pro- 
ducing with a view to exportation would find employment 
in producing those desirable objects which were previously 
brought from abroad ; or, if some of them conld not be pro- 
duced, in producing substitutes for them. These articles 
would, of course, be produced at a greater eost than that of 
the things with which they had previonsly been purchased 
from foreign countries. But the value and price of the 
articles would rise in proportion; and the capital would 
just a8 much be replaced, with the ordinary profit, from 
the returns, as it was when employed in producing for the 
foreign market, The only losors (after the temporary in- 
convenience of the change) would be the consumers of the 
heretofore imported articles, who would be obliged either 
to do without them, consuming in lieu of them something 
which they did not like as well, or to pay a higher price 
for them than before. 
Tf it be said that the capital now employed in foreign 
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tendency of every extension of the market to improve the 
processes of production. A country which produces for a 
Jarger market than its own ean introduce a:moro extended 
division of labor, can make groater use of machinery, and 

is more likely to make inventions and improvements in the 
processes of production. Whatever causes a quantity 
of anything to be produced in the same place tends to the 
general increase of the productive powers of the world. 
There is (2) another consideration, principally applicable to 
an early stage of industrial advancement, The opening of 
a foreign trade, by making them acquainted with new ob- 
jecta, or tompting thom by the easier acqnisition of things 
which they had not previously thought attainable, sometimes: 
works a sort of industrial revolution in a country whose re- 
sonreea were previously undeveloped for want of energy and 
ambition in the people; inducing those who were satisfied 


~ with scanty comforts and little work to work harder for the 


gratification of their new tastes, and even to save, and ac- 
curnulate capital, for the still more complete satisfaction of 
those tastes at a future time. 

But (3) the economical advantages of commerce are sur- 
passed in importance by those of its effects which are in- 
telloctual and moral. It is hardly possible to overrate the 
value, in the present low state of human improvement, of 
placing human beings in contact with persons dissimilar to 
themselves, and with modes of thought and action unlike 
those with which they are familiar. Commerce is now, 
what war once was, the principal source of this contact, 
Such communication has always boon, and is peculiarly in 
the present age, one of the primary eources of progress, 
Finally, (4) commerce first taught nations to see with good- 
will the wealth and prosperity of one another. Before, the 
patriot, unless sufficiently advanced in culture to feel the 
world his country, wished all countries weak, poor, and ill- 
governed but his own; he now sees in their wealth and 





* Book I, chap. VI, $ 4 
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progress a direct source of wealth and progress to his own 
country. It is commerce which is rapidly rendering war 
obsolete, by strengthening and multiplying the personal in- 
terests which are in natural opposition to it. And it may 
be said without exaggeration that the great extent and rapid 
increase of international trade, in being the principal guar- 
antee of the peace of the world, is the great permanent secu- 
rity for the uninterrupted progress of the ideas, the institu- 
tions, and the character of the human race. 





CHAPTER XIV. 
OF INTERNATIONAL VALUES. 


§1. Tee values of commodities produced at the samo 
place, or in places sufficiently adjacent for capital to move 
freely between them—let us say, for simplicity, of commodi- 
ties produced in the same country—depend (temporary fluc- 
tuations apart) upon their cost of production. But the value 
of a commodity brought from a distant place, especially from 
a foreign country, does not depend on its cost of production 
in the place from whence it comes. On what, then, does it 
depend? The value of a thing in any place depends on the 
cost of its acquisition In that place; which, in the ease of an 
imported article, means the cost of production of the thing 
which is exported to pay for it. 

If, then, the United States imports wine from Spain, 
giving for every pipe of wine a bale of cloth, the exchange 
yalne of a pipe of wine in the United States will not depend 
upon what the production of the wine may have cost in 
Spain, but upon what the production of the cloth bas cost in 
the United States, Though the wine may have cost in Spain 
the equivalent of only ten days’ labor, yet, if the cloth costa 
in the United States twenty day’ labor, the wine, when 
brought to the.United States, will exchange for the produce 
of twenty days’ American labor, plus the cost of carriage, 
including the usual profit on the importer’s capital during 
tho time it is locked up and withheld from other employ- 
ment.’ 

The value, then, in any country, of a foreign commodity, 





*T hove changed the illustration from England to the United States tn this 
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subject of international values becomes simple. Tt does 
‘not differ from the question of those values for 
‘we found! that the dependence on covt of i 
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150 and 200 for England, 
ineroases the prodi 

ios, but in what ratio will the two coun- 

i¢ answer is, briefly, in the ratio set 

;, that is, the relative strength, 

as compared with each other, of the demands of the two coun- 

tries reapectively for iron and corn. This, however, may be 
capable of ex; ion in a simple form, 

Ahas and B has oats, to dispose of 3 and each wishas 

to got the article belonging to tho other, Will A give one spade 

for one bushel of oats, or fortwo? Will B give two bushels of 
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give two spadce for one bushel. But the exch: also depends 
upon B, If he has no great necd for spades, and A has strong 
desire for oats, B will get more — for oats than otherwit 
‘ibly two spades for one bushel of oats; that is, oats wil 
ve a larger exchange value. If, on the other hand, A cares 
Joss for oats than B does for spades, then the exchange will re- 
‘sult in an increased value of spades relatively to oats. When 
two commodities exchange against each other, their exchan 
‘yalues will depend entirely upon the relative intensity of the 





1 Book 111, Chap. 1, § 4. 











No absolute rule, therefore, can be laid down for the 
division of the cost, no more than for the division of the ad- 
‘vantage; and it does not follow that, in whatever ratio the 
‘ono is divided, the other will be divided in the same. It is 
impossible to eay, if the cost of carriage could be annihilated, 
whether the producing or the importing country would be 
most benefited. ‘This would depend on the play of interna 
tional demand. 

Cost of carriage has one effect more. But for it, every 
commodity would (if trade be supposed free) be either regu- 
larly imported or regularly exported. A country would 
inake nothing for itself which it did not also make for other 
countrica. But in consequence of cost of carriage there are 
many things, especially bulky articles, which every, or almost 


for a commodity, that is, the quan 
purchaser, varies, a8 we have before 
1 to the price. In Germany the price of 
tom yards of cloth is now seventeen yards of linen, or whnt- 
mtity of money is equivalent in Germany to seven-— 


teen yards of linen. Now, that being the price, there is 
‘some particular number of yards of cloth, which will be in 
dem: or will find purchasers, at that price. There is 
y quantity of cloth, more than which could not be 
fe iy ot ih mo a i il 
would not fully satisfy the demand. Let us suppose this 
quantity to be 1,000 times ten yards, 

‘Let us now turn our attention to England, There the 


price of seventeen yards of linen is ten yards of cloth, or 
whatever quantity of money is equivalent in England to ten 
yards of cloth. There is some particular number of yards of 
linen which, at that price, will exactly satisfy the demand, 
and no more. Let us suppose that thie number is 1,000 
times seventecn yards. 

© As seventeen yards of linen are to ten yards of cloth, 80 
aré 1,000 times seventeen yards to 1,000 times ten 
“At the existing exchange value, the linen whieh En; 
requires will exactly pay for the quantity of cloth which, on 
the same terms of interchange, Germany requires. The de- 
mand on each side is precisely sufficient to carry off the sup- 
ply on the other. The conditions required by the principle 
of demand and supply are fulfilled, and the two commodities 
will continue to be interchanged, as we supposed them to be, 
in the ratio of seventeen yards of linen for ten yards of 
cloth, 
“Bot our suppositions might have been different. Sup- 
pose that, at the avsumed rate of interchange, England had 
been disposed to consume no greater quantity of linen than 
800 times seventeen yarde; it is evident that,at the rate sup- 
spas tie wool not have eufticed to pay for the 1,000 times 














required by cach country, of the articles which it imports 
from its neighbor, shall be exactly sufficient to pay for one 
another, As the inclinations and circumstances of consumers 
‘eis tai to any rule, so noither can the proportions 
in which the two commodities will be interchanged. We 
‘know that the limits within which the variation is confined 
are the ratio between their costs of production in the one 
country and the ratio between their costs of production in 
‘the other. Ten yards of cloth can not exchange for more 
than twenty yards of linen, nor for less than fifteen. But 
they may exchange for any intermediate number. The ratios, 
therefore, in which the advantage of the trade may be divided 
between the two nations are various. The circumstances on 
which the proportionate share of cach country more remotely 
depends admit only of a very general indication.” 

Tf, therefore, it be asked what country draws to itself the 
greatest share of the advantage of any trade it carries on, the 
answer is, the country for whose productions there is in other 
countries the greatest demand, and a demand the most sus- 
ceptible of increase from additional cheapness, In so far as 
the productions of any country possess this property, the 
country obtains all foreign commoditics at less cost. It gots 
ite imports cheaper, the greater the intensity of the de- 
mand in foreign countries for its exports, It also gots ita 
imports cheaper, the less the extent and intensity of its own 
demand for them. The market is cheapest to those whose 
demand is small. A country which desires few foreign pro- 
ductions, and only a limited quantity of them, while its own 
commoditics are in great request in foreign countrics, will 
obtain ite limited imports at extremely small cost, that ia, in 
exchange for the produce of a very small quantity of its labor 
and capital. 

‘The law which we have now illustrated may be appro- 
priately named the Equation of International Demand, It 
may be concisely stated as follows: The produce of a country 
exchanges for the prodace of other countries at such values 
‘as are required in order that the whole of her exports may 
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try, while other commodities are habitually introduced only 
in the first of these modes, occasions somewhat more of com- 
plexity and obscurity than exists in the case of other com- 
modities, and for this reason only is any special and minute 


necessary, 

§ 2. In so-far as the precious metals are imported in the 
ordinary way of commerce, their value must depend on the 
game causes, and conform to the same laws, a8 tho value of 
any other foreign production. It is in this mode chiefly that 
gold and silver diffuse themselves from the mining countries 
into all other parts of the commercial world. They are the 
staple commodities of those countries, or at least are among 
their great articles of regular export; and are shipped on 
speculation, in the same manner as other exportable com- 
modities. The quantity, therefore, which a country (say 
England) will give of its own produce, for a certain quantity 
of bullion, will depend, if we euppose only two countries and 
two commodities, apon the demand in England for bullion, 
compared with the demand in the mining country (which wo 
will call the United States‘) for what England has to give. 

The bullion required by England must exactly pay for 
the cottons or other English commodities required by the 
Thited States. If, however, we substitute for this simplicity 
the degree of complication which really exists, the equation 
of international demand rust be established not between the 
bullion wanted in England and the cottons or broadcloth 
wanted in the United States, but between the whole of the 
importe of England and the whole of her exports: The de- 
mand in foreign countries for English products must be 
brought into equilibrium with the demand in England for 
the products of foreign countries; and all foreign commodi- 
ties, bullion among the rest, must be exchanged agninst 
English products in such proportions as will, by the effect 
they produce on the demand, establish this equilibrium, 

There is nothing in the peculiar nature or uses of the 





‘This substitution bas boon made for Brezil, 











of money, estimated in commodities; it affects the general 
abundance and facility with which all things, money and 
=e can be obtained.' 


um te No. XLV, on the next: ives 
seal of exports reniha ee Staves of sd aaa Aves 
and bullion over imports, and the excess of kaye 
The movemont of ‘the fino above the horizontal base- 
istinctly how largely we haye been sending the 

metals abroad from our mines, asa lar 
Lei ak Serie oe to 1879 the 
not nature of payments for trade 

indicates a steady movement out of the 
wit eles socio of the first year of the war, when 
came to this country). The enon acal Increase of 
during the war, and until 1879, was due to the fact 
had a dopreciated paper currency, which sent the 
of the country as merchandise, jis chart should 
in connection with Chart No. XTIT. 


the preceding considerations, it appears that those 
greatly in error who contend that the value of money, 


a 


respect to a particular country not only may, but must, 
affect the value of money in that country—its value at the 
mines remaining the same. The opening of a new branch 
of export trade from England; an increase in the foreign 
demand for English products, either by the natural course 
of events or by the abrogation of duties; a check to the 
demand in England for foreign commodities, by the laying 
on of import duties in England or of export duties olse- 
where; these and all other events of similar tendency would 


* Bee close of last chapter, 
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ee aahoels, eae verre: the ite ee 
tries. Tho whole of its exports aro what a country ox- 



























‘THE FOREIGN EXCUANGES Ait 


ean commodities, consigning them to his correspondent, B, in 


England, Another merchant in England, ©, has exported 
English commodities, «i of equivalent value, to a mer 
chant, D, in the United States. It is evidently unnecessary 
that B in England should send money to A in the United 
States, and that D in the United States should eend an equal 
sum of money to C in England. ‘The one debt may be ap- 
plied to the payment Of pvp weer, 


the other, and the double g A 
cost and risk of carriage 

be thus mved. A draws 

abillon B fortheamount ¢ Db 
which B owes to him: D, 

haying an equal amount to pay in England, buys this bill from 
A,and seuds it to O, who, at the expiration of the number of 
days which the bill has to ran, presents it to B for payment. 
‘Thus the debt due from England to the United States, and 
the debt due from the United States to England, are both 
paid without sending an ounce of gold or silver from one 
country to the other.’ 

‘This imptios (if we exclude for the present any other 
international payments than those occurring in the course 
of commerce) that the exports and imports exactly pay for 
‘one another, or, in other words, that the equation of inter- 
‘national demand is established. When such is the fact, the 
international transactions are liquidated without the passage 
of any money from one country to the other, But, if there 
is a greater sum due from the United States to England 
than is due from England to the United States, or vice versa, 
the debts can not be simply written off against one another, 
After the one has been applied, as far as it will go, toward 
eovering the other, the balance must be transmitted in the 
precious metals, In point of fact, the merchant who has the 
amount to pay will even then pay for it by a bill. When a 
person has a remittance to make to a foreign country, he does 


"Lave slso changed the illustrations Io this chapter so as to apply to the 
United Stator, 




















that gold is coming to the United States from. 
‘Bike te agp imports of ed. the 
fa get eh exchange bec icsiee NY peti! 
‘the real par| veing abous 109, This was given up the war. 
When bills Syl countries are at a premium, itis 
customary to say that the exchanges are agninst the country, 
or unfavorable to it. In onferto understand these phrases, 
we must take notice of what “the exchange,” in the! 
of merchants, really means, It means the power which the 
money of the country has of purchasing the money of other 
countries. Supposing $4.86 to be the exact par of 
then when it requires more than $1,000 to buy a bill of £205, 
$1,000 of American money are worth less than their real 
equivalent of English money: and this is called an exchange 
unfavorable to the United States. The only persons in the 
United States, however, to whom it is really unfavorable are 
those who have money to pay in England, for they come into 
the bill market as buyers, and have to pay a premium; bat 
to those who have money to receive in England the same 
‘state of things is favorable ; for they come as sellers and re- 
ceive the premium. The premium, however, indicates that 
‘a balance is due by the United States, which must be event 
ually liquidated in the precions metals; and since, according 
to the old theory, the benefit of a trade consisted in bringing 
‘money into the country, this prejudice introduced the prac 
tice of calling the exchange favorable when it indicated a 
balance to receive, and unfavorable when it indicated one to 
pay; and the phrases in turn tended to maintain the prejudice, 
$2 It might be enpposed at first sight that when the 
exchange is unfavorable, or, in other words, when bills are 
at a premium, the premium must always amount to a fall 
‘equivalent for the eost of transmitting money. But a small 
‘excess of imports above exports, or any other smal) amount 
‘of debt to be paid to foreign countries, does not usually 
affect the exchanges to the full extent of the cost and risk of 
‘transporting bullion. The length of credit allowed generally 
permits, on the part of come of the debtors, a postponement 











‘of actual money from the cireulation of one of the countries, 
or an annihilation of credit equivalent to it. 

‘Tr remains to observe that the exchanges do not depend 
‘on the balance of debts and ‘credits with each country sepa- 
rately, but with all countries taken together. The United 
States may owe a balance of payments to England; but it 
does not follow that the exchange with England will be 
oa A ede eter a eden pe 

ata premium ; because a balance may be due to the United 
States from Holland or Hamburg, and she may pay her debts 
‘to England with bills on those places; which is technically 
called arbitration of exchange. There is some little addi- 
tional expense, partly commission and partly loss of interest 
Erling teeta ike cnifoon tomate; end tha eal 
of that emall difference the exchange with one country may 


_ vary apart from that with others. 


A common use of bills of exchange is that by which, whon 
Gi ae a I ire two arg ag 20 


a a are net my 
of China, ina may not 
buying of New York, anon h both 
may have dealings with London. 


"A, we will suppose, is a buyer of 
PEO) pate te om E long- MW 
Say Ate is an ex] orter, ‘of wheat 
Sin ) ne Cin London ; D has sent 
orth of cotton * goods to E 
A can now pay F ° 
ere London withont the trans- 
‘mission of coin, A buys B's claim 
on © for £1,000, and, Sais it to F, 
E wishes to pay D in London for 
the cotton he bought of him; | 
therefore, he buys from F for £1, 000 
the claim he now holds (i. ¢. a bill of exchange on London) 
against © for £1,000. E sends it to D, and, when D collects it 
from ©, the whole a circle of exchanges is completed without the 
trangmission of the precious metals, 


Sew York. 
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‘caso, equal sume of money are due from each country to the 
other, the debts ure settled by bills, and there is no balance 
to be paid in the precious motala The trade is in a state 
Tike that which is called in mechanics a condition of stable 
equilibrium. 

_ Bat the process by which things are brought back to this 
state when they happen to deviate from it is, at least out- 
wardly, not the came in a barter system and in a money sys- 
tem. Under the first, the country which wants more im- 
ports than ita exports will pay for must offer ite exports at 
a cheaper rate, as the sole means of creating a demand for 
them sufficient to re-establish the equilibrium. When 

ig used, the country seems to do a thing totally different, 
She takes the additional imports at the same price as before, 
and, a8 she exports no equivalent, the balance of payments 
turns against her? the exchange becomes anfavorauble, and 
the difference has to be paid in money. ‘This is, in appoar- 
ance, a very distinet operation from the former. Letus see 
if it diffors in its essence, or only in its mechanism, 

Tet the country which has the balance to pay be the 
Tnited States,’ and the country which receives it, England. 
By this transmission of the precious metals, the quantity of 
the currency is diminished in the United States, and increased 
in England. This Lam at liberty to sasume, We are now 
supposing that there is an excess of importa over exports, 
arising from the fact that the equation of international de- 
mand is not yet established: that there is at the ordinary 
prices 4 permanent demand in the United States for more 
English goods than the American goods required in England 
at the ordinary prices will pay for. When this ix the case, 
if a change were not made in the prices, there would be a 
perpetually renewed balance to be paid in money. The im- 
ports require to be permanently diminished, or the exports 
to be increased, which can only be accomplished through 

‘ Ehave changol the names of the countries {n the iIlustrations contained in 
this chapter, but have not further altered the innguage beyond the occasional 
change of a pronoun, 
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international money 

Upytstn as well an andar a barter ayotem, isthe law of ita 

i Every country exports and imports the very 

-and in the very same quantity, under the one 

as under the other. In a barter system, the trade 

Sete te pets asc es sed ti taser 

-aotly exchanges for the sum of the exports: in a money ays- 

tem, it gravitates to the point at which the sum of the im- 

porta and the sum of the exports exchange for the samo 

Ct deta And, since things which are equal tothe 

same thing are equal to one another, the exports and imports 

which are equal in money price would, if money were not 
need, precisely exchange for one another.* 


“' Whe subjoined extract from the separate eieay ["Gome Unsettled Quen 
tons of Political Economy "'} previously referred to will give somo xxsietnnce tm 
following the course of the phenomena, Sh aleaha es Bi ahaa 








“We may, at first, make whatever fapposition we will with respect to the 
value of money. Let us suppose, therefore, that, before the opening of the 
trade, the price of cloth tx the same in both countries, namely, six «billings per 
yard. As ton yards of cloth wore supposed to exchange in England for fiftoen 
yards of linon, in Germany for twenty, wo must suppose that linen le sold in 
England at four shilllogs por yard, in Germany at thrwe, Cost of carriage and 
‘Importor’s profit are loft, as before, ont of consideration. 

“Jn this state of prices, cloth, it is evident, ean not yet be exported from 
‘England into Germany; bat linen can be {mported from Germany into England, 
It will bo 20; and, in the first instance, the linen will be pald for in money. 

“The efflus of moncy from England and Its influx tnto Germany will raise 
money prices in tho latter country, and lower them fa the former. Ténen will 
rixe in Germany above throe shillings per yard, and eloth above ix shillings. 
‘Tinen in England, being imported from Germany, will (since cost of carriage is 
not reckoned) sink to the sate price as In that country, while cloth wil} fal! be- 
Jow six shillings. As goon as the price of cloth ie lower in Engtand than i 
Germany, it will begin to be exported, and the price of cloth in Germany will 
fall to what it is in England, As tong as the cloth exported does not sultien to 
(pay for tho linen Smported, money will continue to flow from Kagiand into Gen 
‘many, and prices generally will continuo to fall in England and riso in Germany, 














new article of export ; ‘snd will diminish the demand 
which existed abroad for the other things which the United 
States was in the habit of exporting, Tho exports will thus 
be diminished ; while at the same timo the American pablic, 





‘the remainder, being increased one tenth in amount, will emable thee to pur 
chase one teath more cloth than before, even though eloth had sot fallen) bot 
‘bas fallen; 20 that they are doubly gainers. ‘They purchase the mame quate 
‘tity with less money, and have more to expend upon thele other wants 

“In England, on the contrary, genoral money-prices have fallen. Linen, 
Domever, has fallen more than the rrat, haviug been lowerod ln peloe by tmporta« 
‘ton from % country whore ft was cheaper; wbereas the others have alle anly 
from the consequent efflux of money, Notwithstanding, therefore, the general 
‘tall of money-prices, the English producers will be exactly ms thoy wero In all 
‘other respects, while they will gain os purchasers of linen. 

“The greater tho eflax of money require to restore the equilibria, the 
‘greater will be the gain of Germany, both by the fall of cloth nnd by the rlee of 
‘her general prices. The less the efflux of money requisite, the greater will be 
‘tho grin of Hngland; hooause the price of linen will continue lower, and ber 
Renoral prices will not be reduced so much, Tt must not, howeror, be imagined 
that high money-prices are a good, and low movey-prices an evil, In therurelren, 


abroad, are iadependent nf the causes which koep prices high at bome." 

In practice, the cloth and the linen would not, as hore supposed, be at the 
‘same price in England and in Germany; ench would be dearer in money-priee 
iu tho country which imported than in that which produeed it, by the amount of 
the comt of carriage, togethor with the ordinary profit on the imiporter'e eaptiak 
for the avorago length of time which dlapeod before the commodity could tw dis 
poted of Dut It does not follow that each country pays the cont of carriage oft 
the commodity It Imports; for the addition of this Item to the prlee may operate 
‘aso greater cheelr to demand on one wide than on the other; and the equation 
of international demand, and consequent equilibrium of payments, roxy not bo 
mulntained. Money would then flow out of one country Into the other, wnt, fiw 
tthe manner already illustrated, the equilibrium was restored: and, when this 
‘was effected, one country would be paying more than Its own ovat of carriage, 
‘and the other less —Mius.. 
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more rapid process, the effect which 
would otherwise take place more slowly by an alteration in 
the relative breadth of the stroams by which the procions 
metala [as merchandise] flow into different regions of tho 
earth from the mining countries As, therofore, we before 


saw that the use of money ax a medium of ox 
not in the least alter the law on which the 
things, cither in the same country or intornationally, 
s0 neither docs it alter the law of the value of the precious 
anotals iteelf; and there is in the whole doctrine of inter 
national values, as now laid down, a unity and harmony which 
are a strong collateral presumption of truth. 

§ 4. Before nn ge pew 


ont in what manner and 
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for which there is to be no return, it is no longer requisite 
that the imports and exports should pay for one another; on 
the contrary, there must be an annual excess of exports over 
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has boon practicall ing the il i incurred 

count ing t lobtedness 

in Rss formes period feed heeds tk bean a vast excess ae ox: 

imports, and an a ub cy in tl 

Firinms Be our goverment’ bonds and other scoatles knve 

been coming back to us, Gah a poperpeserene ee 

the excessive exports.’ In brief, the use of securities and vari- 
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time. Moreover, the large expenses of Ree trayeling in 
w form ¢f exports 


imports. As formu 
International Demand should be stated more 'y, as fol- 
lows: “The state of international demand which results in 
commercial equilibrium is realized when the reciprocal demand 
of trading countries produces such a relation of oxports and 
imports among them as enables cach country by means of her 
exports to discharge all her foreign tiabilitics.” If we were & 
reat lending instead of a great borrowing country, we should 
ave, aS Arule, & permanent execas of importa. 
+ For an exceedingly good study on the conditions of our foreign trade down 
to 1878, and a prophocy of the panic of 1872, Ae Cairnes, “Leading Principles,” 
PP. 964-374, is * “Leading Principlon,” p, 967. 
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from the extension of the sonia expedients by which 
the use of metallic money is partially dispensed with. 
These changes act upon the trade between other countries 

and the mining countries, and upon the value of the 
cious metals, according to the general laws of the value of 
imported commodities: which have been set forth in the 
previous chapters with sufficient fullness, 

‘What I propose to examine in the present chapter is not 
those*eireumstances affecting money which alter the perma- 
nent conditions of its value, but the effects produced on ine 
ternational trade by casual or temporary variations in the 
value of money, which have no connection with any causes 
affecting its permanent value. 

§ 2. Lot us suppose in any country a circulating medium 
purely metallic, and a sudden casual increaso made to it; for 
example, by bringing into circulation hoards of 
which had been concealed in « previons period of foreign in- 
vasion or internal disorder. The natural effect would be a 
rise of prices. This would check exports and encourage im- 
ports; the imports would exceed the exports, the exchanges 
would become unfayorsble, and a newly acquired stock of 
money would diffuse itself over all countries with which the 
supposed country carried on trade, and from thom, progres- 
sively, through all parte of the commercial world. The 
money which thus overflowed would spread itself to an equal 
depth over all commercial copntries. For it would go on 
flowing until the exports and imports again balanced one 
another ; and this (ax no change is supposed in the perma- 
nent circumstances of international demand) could only be 
when the money had diffused itself a0 equally that prices had 
risen in the same ratio in all countries, eo that the alteration 
of price would be for all practical purposes ineffective, and 
the exporte and importe, though at a higher money valu- 
ation, would be exactly the same ae they were originally, 
This diminished value of money throughout the world (at 
least if the diminution was considerable) would cause a sus 
pension, or at Jeast a diminution, of the annual supply from 
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digiously stimulated. A great balanee of payments would 
become due, the exchanges would turn against the United 
States; to the full extent of the cost of exporting money ; 
and the ewrplus coin would pour itself rapidly forth, over the 
‘yarious countries of the world, in the order of their proxim- 
it geographically and eommereally, to the United States, 


srinfn fa ae when the ia 


seo 
Seon ana re aps Pen nae ase 

Theefflux would continue until the currencies of all coun- 
tries had come to a level; by which I do not mean, until 
money became of the same value everywhere, but until the 
differences were only those which existed before, and which 
corresponded to permanent differences in the cost of obtain 
ing it, When the risc of prices had extended itself in an 
equal degree to all countries, exports and importa would 
everywhere revert to what they were at first, would balance 
one another, and the exchanges would return to par, If euch 
asum of money as $200,000,000, when spread over the whole 
surface of the commercial world, were snflicient to mise the 
general level in a perceptible degree, the effect would be of 
no long duration. No alteration having occurred in the gen- 
ral conditions under which the tctals were procured, cither 
in the world at large or in any part of it, the reduced valne 
would no longer be remrnerating, and the eupply from the 
mines would cease partially or wholly, until the $200,000,000 
‘were absorbed." 
Effects of another kind, however, will have been pro- 
dueed : $200,000,000, which formerly existed in the unpro- 

1 Yam here supposing a state of things in which gold and silver miaing are 
‘© permanent branch of Industry, carried on undor known conditions; and ot 
the present state ef uncertainty, in whieh gold-gathering le ® game of chanos, 
prosecuted (for the present) in the spicit of an adventure, not in that of w regu 
Jar industrial pursnit—Murt, Te fs, however, worth recal!ing that gold and alle 
vor mining bavo not been—for lange offects on the value of the mctals—ansthing 
like ® permanent branch of induntry, but that, in the maia, great additions hare 
been obtained suddenly and by chance dieooveriex—J, 1. Ly 
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capital or spend it as income. pedicle «| 
enrrency ia supplied, as in our own country, by 
companies, the amount is almost wholly turned into produe- 
tive capital; for the issuers, being at all times liable to be 
ealled upon to refund the value, are under the strongest in- 
ducoments not to squander it, and the only cases in whieh it 
is not forthcoming are cases of frand or mismanagement, A 
banker's profession being that of a money-lender, his issue 
of notes is a simple extension of his ordinary ocenpation, 
He lends the amount to farmers, manufacturers, or dealers, 
who employ it in their several businesses. So employed, it 
yields, like any othor eapital, wages of labor, and profits of 
stock. The profit is shared between the banker, who re- 
ceives interest, and u suecession of borrowers, mostly for 
short periods, who, after paying tho interest, gain a profit in 
addition, or a convenience equivalent to profit. ‘The capital 
itself in the long ran becomes entirely wages, and, when 
replaced by the sale of the produce, becomes wages again; 
thus affording a perpetual fund, of the value of $200,000,000, 
for the maintenance of productive labor, and increasing the 
annual produce of the country by all that can be produced 
through the means of a capital of that vane. To this gain 
must be added a further saving to the country, of the annual 
uy) of the ions metals necessary for the 
eas tear, Rapa waste, of a metallic es 

‘The substitution, therefore, of paper for the 
metals should always be carried as fur as is consistent with 
safety, no greater amount of metallic curroney being re- 
tained than is necesary to maintain, both in fact and in 
public belief, the convertibility of the paper. 

But since gold wanted for exportation is almost invaria- 
bly drawn from the reserves of the banks, and is never likely 
to be taken directly from the circulation while the banks 
remain solvent, the only advantage which can be obtained 
from retaining partially a metallic currency for daily pur- 
poses is, that the banks may occasionally replenish their 
reserves from it, by 
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will now cost in the United States $30, and can not be cold 
in England for more than $27.50, and yet it will be exported 
as before. Whyt Because the $27.50 which the exporter 
ean get for it in England is not depreciated paper, but gold 
or silver; and since in the United States bullion has risen 
in the same proportion with other thinge—if the merchant 
brings the gold or silver to the United States, he can sell his 
$27.50 [in coin] for $33 [in paper}, and obtain as before 10 
per cent for profit and expenses. 

It thus appears that a depreciation of the curreney docs 
not affect the foreign trade of the country: this is carried 
on precisely as if the currency maintained its value, But, 
thongh the trade is not affected, the exehanges are. When 
the imports and exports are in equilibriam, the exchange, in 
a metallic currency, would be at par; a bill on England for 
the equivalent of #25 would be worth #25. But $25, or the 
quantity of gold contained in them, having come to be 
worth in the United States $30, it follows that a bill on 
England for $25 will be worth $30, When, therefore, the 
real oxchange ia at par, there will be a nominal exchange 
against the country of as much per cent as the amount of 
the depreciation. If the eurrency is depreciated 10, 15, or 
20 per cont, then in whatever way the real exchange, arising 
from the variations of international debts and credits, may 
vary, the quoted exchange will always differ 10, 15, or 20 
per cent from it. However high this nominal premium may 
be, it has no tendency to send gold out of the country for 
the purpose of drawing a bill against it and profiting by the 
premium; because the gold *o sent must be procured, not 
from the banks and at par, as in the ease of a convertible 
currency, but in the market, at an udvance of price equal 


= 
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country, This efflux of gold takes effect on prices [by with- 
drawing gold from the resorves of the banks, and so by stop- 
ping loans and the use of credit, or purchasing power): its 
effect is to make them recoil downward. The recoil once be- 
gun, generally becomes a total rout, and the unusual exten- 
sion of credit is rapidly exchanged for an unusual contrac 
tion of it, Accordingly, when credit has been imprudently 
stretched, and the speculative spirit carried to excess, the turn 
of the exebanges and coneaquent pressure on the banks to 
obtain gold for exportation are generally tho proximate cause 
of the catastrophe, 

A glance at Chart No, XIII will give illustration to the 
situation here described. After the war, and until 1873, while 
the United States was under the influence of high anda 
specnlation which has been seldom equaled in our y the 
resulting excess of imports became very striking. It 
was an unbealthy and abnormal condition of trade. The sud- 
den reversal of the trade by the crisis in 18738 is equally strik- 


ag fell, 
eer oe eee ed Pra ee et credit is thus clearly 
by tho lines on the chart. 
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of them. It will be such that, exactly as much as somo 
peoplo aro desirous to borrow at that rate, others shall be 
‘willing to lend. If thero is moro offered than demanded, in- 





ply and demand is re-established, =! 

‘The desire to borrow and the willingness to lend are 
more or less influenced by every circumstance which affects 
the state or prospects of industry or commerce, either gener 
ally or in any of their branches. The nite of interest, there- 
fore, on good security, which alone wo have here to consider 
(for interest in which conziderations of risk bear a part may 
swell to any amount), is acldom, in the great centers of moncy 
transactions, precisely the same for Evo Serena asis 
shown by the never-ceasing variations in prices 
of the 2S and other oguiable seouritia Fevertheloes, 
there must be, as in other cases of value, some rte which 
{in the language of Adam Smith and Ricardo) may be called 
the natural rate; some rate about which the market rate oa 
cillates, and to which it always tends to return. This rate 
partly depends on the amount of accumulation going on in 
the hands of persons who can not thomeelves attend to the 
employment of their cavings, and partly on the comparative 
taste existing in the community for the active pursuits of 
industry, or for the leisure, ease, and independence of an 
annuitant. 

§ 2. In [ordinary] elrcumstances, the more thriving produ- 
cera and traders have their capital fully employed, and many 
are able to transact business to a considerably greater extent 
than they have capital for. These are naturally borrowers + 
and the amount which they desire to borrow, and can give 
security for, constitutes the demand for loans on account of 
productive employment. To these must be added the loans 
required by Government, and by land-owners, or other un- 
productive consumers who have good seenrity to give. This 
constitutes the mass of loans for which there is an habitual 
demand, 








Ory, mtn (tl ng sd yen 
not in business, the affording it may itself become a business, 
A portion of the capital employed in trade may be supplied 
bya class of professional money-lenders. These money lend- 
ers, however, must have more than a mere interest; they 
must have the ordinary rate of profit on their capital, risk 
and all other circumstances being allowed for, [For] it can 
nover answor, toany one who borrows for the purposes of hia 
businesa, to pay a fall profit for capital from whieh he will 
only derive a full profit: and money-lending, as an employ- 
ment, for the regular supply of trade, can not, therefore, be 
carried on except by persons who, in addition to their own 
capital, can lend their credit, or, in other words, the capital 
of other people. A bank which lends its notes lends capital 
which it borrows from the community, and for which it pays 
no interest. 


OF late core however, banks are 
to issue ee on their simple credit. Fine privite ey tan boos 
so often abused in sc now, in Then bet bank- 
ing system, a separate the resources are act aside for 
Ce of the ei notes (as is also trucof the Bank 
of Engl: since 1844). It is not generally trae, a that, 
banks now create the means to make loans by issuin, eS notes: 
by which her born borrow capital from the comm Leepialg 

ig interest. They do, however, depend almost entirely on 
pate 


A bank of deposit londs capital which it collects from the 
community in emall parcels, sometimes without paying any 
interest, and, if it does pay interest, it still pays much less 
than it receives; for the depositors, who in any other way 
could mostly obtain for snel small balances no interest worth 
taking any trouble for, are glad to receiyeeven a little. Hav- 
ing this subsidiary resource, bankers are enabled to obtain, 
by lending at interest, the ordinary rate of proflt on their 
own capital, The disposable capital doposited in baniks, to- 
gethor with the funds belonging to those who, either from 
necessity or preference, live upon theinterest of their prop- 
erty, constitute the general Ioan fund of the country; and 
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This disinclination, when at its extreme point, is called a 
panic. It occurs when a succession of failures 
has created in the mercantile, and sometimes also in the non- 
mercantile public, a genoral distrust in esch othor’s solvency ; 
disposing every one not only to refuee fresh credit, except 
‘on very onerous terms, but to call in, if possible, all credit 
whieh he has already given. Deposits are withdrawn from 
banks; notes are returned on the issuers in exchange for spe- 
cle; bankers raise their rate of discount, and withhold their 
customary advances; merchanta refuse to renew mercantile 
bills. At such times the most calamitous consequences were 
formerly experienced from the attempt of the law to prevent 
more than a certain limited rate of interest from being given 
or taken. Persons who could not borrow at five per cont 
had to pay, not six or seven, but ten or fifteen per cent, to 
compensate the lender for risking the penalties of the law; 
or had to sell securities or goods for ready money at a still 
greater sacrifice, 


for | a rate higher than the one will certainly be 
paid, and the law violated, if the ig of a loan fs absolutel 

necessary to rave the borrower from commercial ruin, The ef- 
fect of a legal rate is to stop loans at the very time when loans 
are most exsential to the business public. It would be far better 
to adopt such a sliding scale as exists at great European banks, 
which allows the rate of interest to rise with the demand. No 
one, then, with good security, need want loans if he is willing 
to pay the high rates; and those not really in need will defer 
thei Yemand until the sudden emergency is past, Already in 


Except at such periods, the amount of capital disposable on 
loan ia subject to little other variation than that which arises 
from the gradual process of accumulation; which process, 

0 








aoa nia 
recta a 


ty itly lower,” however, will depend upon whether the 
fi of inverbuout fa the United Staten ia already practically 
occupied. We believe it is not. 


The same effect on intereat which is produced by govern- 
ment loans for war expenditure is produced by the sudden 
opening of any new and generally attractive mode of perma. 
nent investment. The only instance of the kind in recent 
history, ona seale comparable to that of the war loans, ia the 
absorption of capital in the constraction of railways. This 
capital must have been principally drawn from the 
in banks, or from savings which would have gone into de 
posit, and which were destined to be ultimately employed 
in buying securities from persons who would have employed 
the purchase-money in discounts or other loans at interest: 
in either case, it was a draft on the general loan fund. It 
is, in fact, evident that, unless savings were made expresaly 
to be employed in railway adventure, the amount thns em- 
ployed must have been derived either from the actual eapital 
of persons in business or from capital which would have 
been lent to persons in business. 

§ 4. From the preceding considerations it would be seen, 
‘even if it were not otherwise evident, how great an error it 
is to imagine that the rate of interest bears any necessary 
relation to the quantity or valne of the money in cireulation, 
An increase of the currency has in itself no effect, and is 
ineapable of having any effect, on the rate of interest. A 
paper currency issued by Government in the payment of its 
ordinary expenses, in however grent excess it may be issued, 
affects the rate of interest in mo manner whatever. It 
diminishes, indeed, the power of money to buy commodities, 
but not the power of money to buy money. If a hundred 
dollars will buy a perpetual annuity of four dollars a year, 9 
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the income which they are capable of yielding. The pub- 
ie funds, shares in joint-stock companies, and all deseriptions 
of securities, are at a high price in proportion as the rate of 
interest is low. They are sold at the price which will give 
the market rate of interest, on the purchase-money, with 
allowance for all differences in the risk incurred, or in any 
circumstance of convenience. 

The price of land, mines, and all other fixed sources of 
income, depends in like manner on the rate of interest. Land 
‘usually cells at a higher price, in proportion to the income 
afforded by it, than the public funds, not only because it is 
thought, even in [England], to bo somewhat more secure, 
but because ideas of power and dignity are associated with 
its possession. But these differences are constant, or nearly 
0; and, in the variations of price, land follows, cateris pari 
éue, the permanent (though, of course, not the daily) varia- 
tions of the rate of interest. When interest is low, land will 
naturally be dear; whon interest is high, land will be cheap. 


the same (8100) to-day, and if the usual rate of interest is 
now five = the same piece of land, therefore, would soll 
for 2,000, since 100 is five por cont of $2,000, | 
The price of a bond, it may be said, also varies with the 
time it has to run, At the same rate of interest, a bond run- 
ning for a long term of is better for an investment than 
one for a short term. ¢ lumberman, who looks at two trees 
of equal diameter nt the base, estimates the total value of each 
according to the height of the tree. Then, again, a bond run- 
ning for a short term may be worth less than one for a long 
term, even though the first bears a higher rate of interest, 
is, to resume the illustration, one tree, not rising very 
high, although Lif at 
equare foot as another, with perhaps a Jess diameter at the bot- 
tom, but which stretches much higher up into the air. 





the bottom, may not contain so many 





lately, but in comparison with other commodities ; and (2) 
in the second place, such must be her (A’s) relation with the 
customer-country in respect to the demand for each other's 
products, and such the consequent state of international 
values, as to give away to the customer-country more than 
the whole advantage possessed by the rival country (B); oth- 
erwise the rival will still be able to hold her ground in the 
market, 


Let us suppose a trade between England and the United 
States, in iron and wheat, England being cay of 

ing ten ewts. of iron at the same cost as ml of 
wheat the United States at the same cost as twonty bushels, 
Salas totee teres coal exchanged between the two 
count [cost err as) at some le rate, 58) 
ten for seventeen, The United States could not be ome 
nently undersold in the English market, and oxpellod from it, 
aloes iS Somnery) (aot BE SGN) whi eed ae ey 


ties, as would compel her, even when she occupant 
of the markot, to givo a greater advantage to En than tho 
United States could give by resigning the wholo of hors; to 
give, for example, twenty-one bushels for ten owts, For if 
not—if, for example, the equation of international demand, 
after the United States was exeluded, gave a ratio of eighteen 
for ten—the United States would be now the underselling na- 
tion ; ‘and there would be a point, perhaps nineteen for ten, at 
which both countries would be able to maintain thelr ground, 
and to sell in England enough wheat to pay for the iron, or 
other English commodities, for which, on these newly adjusted 
terms of interchange, they had a demand. In like manner, 
England, as an exporter of iron, could only be driven from the 
American market by some rival whose superior advantages in 
the production of iron enabled her, and the intensity of whose 
demand for American produce compelled her, to offer ten cwts. 
of iron, not merely for leas than seventeen bushels of wheat, 
but for less than fifteen, In that ease, England coald no 
longer carry on the trade without loss ; but, in any case short 


THE COMPETITION OF DIFFERENT COUNTRIES 453 


has a stronger inducement than itself for devoting its labor 
and capital to the production of the commodity; arising 
from the fact that by doing 80 it oceasions a greater eaving 
of labor and capital, to be shared between itself and ita eus- 
tomers—a greater ineroase of the aggregate produce of the 
world. The underselling, therefore, though a loss to the 
undersold country, i an advantage to the world at large; the 
substituted commerce being one which economizes more of 
the labor and capital of mankind, and adds more to their col- 
lective wealth, than the commerce superseded by it. The 
advantage, of course, consists in being able to produce the 
commodity of better quality, or with less labor (compared 
with other things); or perhaps not with lea labor, but in 
leas time; with a lesa prolonged detention of the capital em- 
ployed. This may arise from greater natural advant 

(such as soil, climate, richness of mines); superior capability, 
either natural or acquired, in the laborers ; better division of 
labor, and better tools, or machinery. But there is no place 
left in this theory for the case of lower wages. This, how- 
ever, in the theories commonly current, is a favorite cause 
of underselling. We continually hear of the disadvan 

under which the [American] producer labors, both in foreign 
markets and evon in his own, through the lower wages paid 
by his foreign rivals. These lower wages, we are told, en- 
able, or are always on the point of enabling, them to sell at 
lower prices, and to dislodge the [American] manvfacturer 
from all markets in which he is not artificially protected. 


It will be remembered that, as we have before eta a 
national trade in actual practice, depends on comparativ 


within the same country to Se Capertee may Rot 
consciously make a oo abroad, be 
cause it is low in lativel, i. is martaie poe goods; 


that is, we send the what, but we do not send the manufactured 
But, so far, this is considering onl: a apnea 

prices in the same ecmalere Yet we shall. fai 

actual practice the application of the above Peers whe we 

use the terms prices and monoy, if we do not admit that there 

is in the matter of underselling a comparison, also, between the 

absolute price of the goods in one country and the absolute 
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Bat, since a direct comparison is in practice 
Maree here and prices in England (for Senn 
jctermine whether the trade can be a profit 
stantly hear it said that we can not send goods al a8 
our isso dear. It need scarcely be observed that we do 
not hear this from those engaged in any of the extractive in- 
dustries te mentioned as furnishing exports, which are 
ly very productive ; it is g heard in regard to 
kinds of manufactured goods. The difficulty’ arises 


Bey in LSivkaeelber ee: leer those in which we pote 
advantage. If the majorit occupations are so luctive 
as to assure & iy bight reward to ‘labor and capital 
throughout the country, these less advantageously situated in- 

ic8—not being so productive as others (either from lack 
of skill or good mani ent, or high cost of machinery and 
materials, or peculiarities of climate, or heavy taxation)—can 
not BY, the usual high roward to labor, and at the same time 
get for the capitalist the same high reward he can cverywhero 
else receive at home, For, at a price low enough to warrant an 
exportation, the quantity made by a given amount of labor and 
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to others, and the same lity would remain. If, however, 
pa a ges (yaa 
climate, get the raw srpadeciichotr eee NI 
col we mm eve 
manefacture in piiilie wecetisto aul re 


have scarcely ever, a8 a country, had the advantage of euch 
conditions to aid us in our foreign trade, 
.s that 


that the English have no difficulty in underselling their Conti- 
nental Fi 


the capitalist? The artisan of Ghent or Lyons may earn less 
wages in a day, but does he not do less work? Degrees of 
officiency considered, does his labor cost less to his omployert 
Though wages may be lower on the Continent, is not the 
Cost of Labor, which {fs the real element in the competition, 
very nearly the same? That it is so seems the opinion of 
competent judges, and fs confirmed by the very little differ 
ence in the rate of profit between England and the Oonti- 
nental countries. But, if so, the opinion is absurd that Eng- 
lish producers can be undersold by their Continental rivals 
from this cause, It is only in America that the supposition 
is prima facie admissible, In America wages are much 
higher than in England, if we mean by wages the daily earn- 
ings of a laborer; but the productive power of American 
Jabor is 80 great—its efficiency, combined with the favorable 
cirenmetances in which it is exerted, makes it worth so much 
to the purchaser—that the Cost of Labor is lower in America, 
than in England; as is proved by the fact that the general 
rate of profits and of interest is very much higher, 

§ 8, But is it true that low wages, even in the sense of 
low Cost of Labor, onable a country to sell cheaper in the 
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manufactures, exemplify the conditions under which low 
wages cnable a country to sell its commoditice cheaper in 
foreign markets, and consequently to undereell ite rivals, or 
to avoid being undersold by them. Bat no such ad 
ia conferred by low wages when common to all branches of 
industry, General low wages never caused any country to 
undersell its rivals, nor did general high wages ever hinder 
it from doing so. 4 

To demonstrate this, we must turn to an elementary 
principle which was discussed in a former chapter.’ Gen- 
eral low wages do not cause low prices, nor high wages high 
prices, within the country itself. Goneral prices are not 
raised by a rise of wages, any more than they would bo 
raised by an increase of the quantity of labor required in 
all produetion, Expenses which affect all commodities equal- 
ly have no influence on prices. If the maker of broadcloth 
or cutlery, and nobody else, had to pay higher wages, the 
price of his commodity would rise, just as it would if he had 
to employ more labor; because otherwise he would gain less 
profit than other producers, and nobody would engage in the 
employment. But if everybody has to pay higher wages, 
or everybody to employ more labor, the loss must be submit- 
ted to; as it affects everybody alike, no one ean hope to get 
rid of it by a change of employment; each, therefore, re- 
signs himself to a diminution of profits, and prices remain 
as they were, In like manner, general low wages, or a gen- 
eral increase in the productivences of labor, does not make 
prices low, but profits high. If wages fall (meaning here 
by wages the cost of labor), why, on that account, should the 
producer lower his price? He will be forced, it may be 
said, by the competition of other capitaliste who will crowd 
into his employment. But other capitalists are also paying 
Jower wages, and by entering into competition with him 
they would gain nothing but what they are gaining already. 
The rate, then, at which labor is paid, as well as the quantity 
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more obstinate resistance to being undersold, because the pro- 
ducers can often submit to a diminution of profit without 
being unable to live, and even to thrive, by their business. 
But this is all which their advantage does for them; and in 
this resistance they will not long persevere when a change 
of times which may give them equal profits with the rest of 
their countrymen has become manifestly hopeless. 

€ 5. Itis worth while also to notice a third class of «mall, 
but in this caso mostly independent communities, which hava = 
enpported and enriched themeelves almost withont any pro-. 
ductions of their own (except ships and marine equipments), 
by a moro carrying-trade, and cormmerce of entrepot; by bay~ 
ing the produce of one country, to sell it at a profit in an- 
other, Such were Venice and the Hanse Towns.. 

When the Venetians became the agents of the general 
commerce of Southern Europe, they had scarcely any com- 
petitors: the thing would not have been done at all without 
thom, and there was really no limit to their profits except 
the limit to what the ignorant fendal nobility could and 
would give for the unknown loxuries then first presented to 
their sight, At a later period competition arose, and the 
profit of this operation, like that of others, became amenable 
to natural laws, The ecarrying-trade was taken up by Hol- 
land, a country with productions of its own and a large ac 
cumulated capital. The other nations of Europe also had 
now capital to spare, and were capable of conducting their 
foreign trade for themselves: but Holland, having, from the 
varioty of circumatances, a lower rate of profit at home, could 
afford to carry for other countries at a smaller advance on 
the orginal cost of the goods than would have been required 
+y their own capitalists; and Holland, therefore, engrossed 
the greatest part of the carrying-trade of all those countries 
which did not keep it to themselves by navigation laws,' con- 
structed, like those of England, for the express purpose. 








"Yor « briof bibliography on our own Navigation Laws and the Shipping 
Question, see Appendix 1. 
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CHAPTER XXI. 
OF DISTRIRUTION, AS AFFECTED BY EXCUANGE. 


$1. Tim division of the produce among the three clases, 
laborers, capitalists, and landlords, whon considered without 
any reference to exchange, appeared to depend on certain 
general laws. It fa fit that we should now consider whether 
these same laws still operate, when the distribution takes 
place through the complex mechanism of exchange and 
money; or whether the properties of the mechaniam inter- 
fore with and modify the presiding principles. 

‘The primary division of the produce of human exertion 
and frugality is, as we have ecen, into three shares—wages, 
profits, and rents; and these shares are portioned ont, to the 
perzons entitled to them, in the form of money and by a 
process of exchange; or, rather, the capitalist, with whom in 
the usual arrangements of society the produce remains, pays 
in money, to the other two sharers, the market value of their 
labor and Jand. If we examine on what the pecuniary value 
of labor and the pecuniary value of the use of land depend, 
we shall find that it is on the very sume causes by which we 
found that wages and rent would be regulated if there wero 
no money and no exchange of commodities. 

It is evident, in the first place, that the law of wages is 
not affected by the existence or non-existence of exchange or 
money. Wages depend on the ratio between population and 
capital [taking into account the nature of a country’s indus 
tries] ; and would do ¢o if all the capital in the world were 
the property of one association, or if the capitalists among 














up the population at its. 
‘eustomary rate of increase. ‘Their aandard of comfort comfort being 
given (and by the standard of comfort in a laboring class is 
meant that rather than forego which they will abstain from. 
multiplication), money wages dopend on the money price, 
and therefore on the cost of production, of the various arti- 
cles which the laborora habitually consume ; because, if their 
wages can not procure them a given quantity of these, their 
increase will slacken and their wages rise. Of these articles, 
food und other agricultural produce are so much the prinei- 
pal as to leave little influence to anything else. 

Tt is at this point that we are enabled to invoke the aid 
of the principles which have been laid down in this Third 
Part. The cost of production of food and agricultural prod- 
nee has been analyzed in 2 proceding chapter, It depends 
on the productivences of the least fertile land, or of the least 
productively employed portion of capital, which the neces- 
sities of society have as yet put in requisition for agricultural 
purposes. The cost of production of the food grown in 
these least advantageous circumstances determines, as we 
have seen, the exchange value and money price of the whole. 
In any given state, therefore, of the laborers’ habits, their 
money wages depend on tho productivencss of the least fer- 
tile land, or least productive agricultural capital: on the point 
which cultivation has reached in its downward progress—in 
ita encroachments on the barren lands, and its gradually in- 
creased strain upon the powers of the more fertile. Now, 
the force which urges cultivation in. this downward course 
is the inerease of people; while the counter-foree, which 
checks the descent, is the improyement of agricultural sci- 
ence and practice, enabling the samescil to yield to the same: 
labor more ample returns. ‘The costliness of the most costly 
part of the produce of cultivation is an exact expression of 
tho state, at any given moment, of the race which popula- 


with 
they either can not or will not keep. 


4 





DISTRIBUTION, 48 AFFECTED BY EXCHANGE. 469 


and money, therefore, make no difference in the law of rent: 
it is the same as we originally ' found it. Rent is the extra 
return made to agricultural capital when employed with pe- 
culiar advantages; the exact equivalent of what those advan- 
tages enable the producors to ceonomize in the cost of pro- 
duction: the value and price of the produce being regulated 
by the cost of production to those producers who have no 
advantages ; by the return to that portion of agricultural 
capital the circumstances of which are the least favorable. 

$8. Wages and rent being thas regulated by the same 
principles when paid in money, as they would be if appor- 
tioned in kind, it follows that Profits are eo likewise. For 
the surplus, after replacing wages and paying rent, consti- 
tutes Profits, 

We found, in the last chapter of the Second Book, that 
the advances of the capitalist, when analyzed to their ulti- 
mate elements, consist either in the purchase or maintenance 
of lnbor, or in the profits of former capitalists; and that, 
therefore, profits in the last resort depend upon the Cost of 
Labor, falling as that rises, and rising as it falls. Let us en- 
deavor to trace more minutely the operation of this law. 

‘There are two modes in which the Cost of Labor, which 
is correctly represented (money being supposed invariable as 
well as efficioncy) by the money wages of the laborer, may 
be increased. The laborer may obtsin greater comforts; 
wages in kind—real wages—may rise. Or the progress of 
population may force down cultivation to inferior soils and 
more costly processes; thns raising the cost of production, 
the value, and the price, of the chief articles of the laborer's 
consumption. On either of these suppositions the rate of 
profit will fall. 

If the laborer obtains more abundant commodities only 
by reason of their greater cheapness, if he obtains a greater 
quantity, but not on the whole a greater cost, real wages 
will be increased, but not money wages, and there will be 





* Book IF, Chap. 1, § 2. 
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place, he will not bring to market the required increase of 
produce, But this very rise of price involves him in another 
necessity, for which he i not compensated. He must pay 


price, "Tha pele ik essa ie neat hare geal 
a situation, in respect of profits, as other employers of labor; 
it will rise 60 aa to indemnify him for the increased labor 
which he must now employ in order to produce a given 
quantity of food; but the ineressed wages of that labor are 
a barden common to all, and for which no one can be indem- 
nified. It will be paid wholly from profits, 
‘Thus we see that increased wages, when common to all 
descriptions of productive laborers, and when really repre- 
senting a greater Oost of Labor, are always and necessarily 
at the expense of profits. And by reversing the cases, we 
should find in Hike manner that diminished wages, when 
represonting a really diminished Cost of Labor, are equiva- 
lent to a rise of profit. But the opposition of 
interest thus indicated between the class of capitalists and 
that of laborers is to a great extent only apparent. Real 
wages are a very different thing from the Cost of Labor, and 
are generally highest at the times and places where, from 
the easy terms on which the land yields all the produce as 
yot required from it, the value and price of food being low, 
the cost of labor to the employer, notwithstanding its ample 
remuneration, is comparatively cheap, and the rate of profit 
consequently high, as.at precent in the United States. We 
thus obtain a full confirmation of our original theorem that 
Profits depend on the Cost of Labor: or, to express the 
meaning with still greater accuraey, the rate of profit and 
the cost of labor vary inversely as one another, and are joint 
effects of the same agencies or causes, 
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INFLUENCE OF THE PROGRESS OF SOCIETY 
ON PRODUCTION AND DISTRIBUTION. 


BOOK IVy. 


INFLUENCE OF THE PROGRESS OF SOCIETY ON PRO- 
DUCTION AND DISTRIBUTION. 


CHAPTER I. 


EXVLUENCE OF THR PROGRESS OF IXDUSTRY AND POPULATION 
ON VALUKS AND PRICKS. 


§ 1. Is the leading countries of the world, and in all others 
as they come within the infinence of those leading countries, 
there is at least one progressive movement which continues 
with little interruption from year to year and from genera- 
tion to generation—a progress in wealth; an advancement 
in what is called material prosperity. All the nations which 
we are accustomed to call civilized increase gradually in pro- 
duction and in population: and there is no reason to doubt 
that not only these nations will for some time continne #0 to 
increase, but that most of the other nations of the world, 
including some not yet founded, will enccessively enter upon 
the same career. It will, therefore, be our first object to 
examine the nature and consequences of this progressive 
change, the elements which conatitute it, and the effects it 
produces on the various economical facts of which we havo 
been tracing the laws, and especially on wages, profits, rents, 
values, and prices. 

OF the features which characterize this progressive eco 
nomical movement of civilized nations, that which first ex- 
cites attention, throngh its intimate connection with the phe- 
nomena of Production, is the perpetual, and, so faras human 
forecight can extend (1), the unlimited, growth of man’s 
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trial improvement, and in the signs of what is commonly 
called national prosperity; a great increase of aggregate 
wealth, and even, in some respects, a better distribution of 
it; that not Sere ich might grow richer, but many of 
the poor might grow rich, that the intermediate classes might 
become more numerous mad powerful, and the means of en- 
joyable existence be more and more largely diffused, while 
Toke ot dea te heat a ue increase in 
numbers only, and not in comfort nor in vation. We 
must, therefore, in considering the effects of the progress of 
industry, admit as a supposition, however greatly we depro- 
cate as a fact, an incroase of population as long-continued, as 
indefinite, and possibly even as rapid, ag the increase of pro- 
duction and accumulation, 

§ 2. The changes which the progress of Industry causes 
or presupposes in the circumstances of production are neces- 
sarily attended with changes in the values of commodities. 

The permanent values of all things which are neither 
under a natural nor under an artificial monopoly depend, as 
we have seen, on their cost of production. (1.) But the in- 
creasing power which mankind aro constantly aoquiring over 
nature increases more and more the efficieney of human ex- 
ertion, or, in other words, diminishes cost of production, All 
inventions by which a greater quantity of any commodity 
can be produced with the same labor, or the same quantity 
with lees Tabor, or which abridge the process, so that the 
capital employed needs not be advanced for so long a time, 
lessen the cost of production of the commodity. As, how- 
ever, value is relative, if inventions and improvements in 
production wore mado in all commodities, and all in the same 
degroe, there would be no alteration in values. 

As for prices, in thete circumstances they would be af- 
fected or not, according as the improvements in production 
did or did not extend to the precious metals. If the mate- 
rials of money were an exception to the general diminution 
of cost of production, the valnes of all other things would fall 
in relation ne money—that is, there would be a fall of gen- 











which the eoil, climate, and situstion are found, by the ample 
means of exploration now possessed, to promise not only.a 
large return to industry, but great favilities of producin, 
commodities suited to the markets of old countries. 

as the collective industry of the'earth is likely to be increased 
in efficiency by the extension of science and of the industrial 
arta, a etill more active cource of increased cheapness of pro- 
duction will be found, probably, for come time to come, in 
tho gradually unfolding consequences of Free Trade, and in 
the increasing scale on which Emigration and Colonization 
will be carried on. 

From the causes now enumerated, unless counteracted by 
others, the progress of things enables a country to obtain, at 
loss and less of real cost, not only its own productions but 
those of foreign countries. Indeed, whatever diminishes the 
cost of its own productions, when of an oxportable character, 
enables it, a8 we have already seen, to obtain ita importa at 
less real cost. 

§ 3. Are no canses of an opposite character, brought into 
operation by the same progress, sufficient in some cases not 
only to neutralize but to overcome the former, and convert 











into some 

have been conveniently designated ‘extractive, 

ctrl joi nig Petbanite, abel dk tecting hilemnber art 
of such industries.” ‘To these pursuita 


thus briefly stated : In any given state of the arts of lace 
tion, the returns to human industry employed upon natural 
spent will, up to a certain point, be maximum which 


@ degree of skill 
bear upon them, are oxy Re aoe 1 Dat alte 
massed, ication of 


& proportionally increased retura; on the ecakaays 
farther increase of outlay—always “assuming that the 
skill employed in applying it continues the same as before— 

a roturn constantly diminishing. . . . 


with the progress of society, the law in question aifects the 
course of wormaal? values in all commodiites coming under its 
indusnce. 


stance which most powerfully: the course of values in 
the products of oxtractive industry, and in the commodities 
just roferred to among the rest, i the degree in which they 
admit of being rted from place to place—that is to say, 
their fasts area on their dura 
bility ‘and partly on thelr bulk.” Iris found that, taking tim 
ber and meat asa type—one pomeasing portableness in a vastly: 
greater degree than the other—in the early settlement of a 
new coi /, the portable article, like timber, at once rises in 

rice * to a level lower than that prevailing in old countries only 

i, the cost of tran) ” ; on the other hand, perishable articles 
like meat are “confined for a market, if not to the immediate 





‘For the dintinotion between normal and market values, see suprs, Book 
Ail, Chap. Il, § 4, and p. 209, 
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cles, compared with the products of agriculture and of 
mines, have, as population and industry advance, a certain 
and deelded tendency to fall. Money being a product of 
mines, it may also be laid down asa rule that manufactured 
articles tend, as society advances, to fall in money price. 
‘The industrial history of modern nations, especially daring 
the last hundred years, fully bears out this assertion. 


In regard to manufacturos, as to raw it 
is to be remarked “that, as tho course of price in the fi 
raw products is, on the whole, 2] 20 of manufact- 
ured course is, not less ly, in the op) 

‘The reasons of this are pith pe the 

© 
allel of action, but for which there is in extract- 
ive teen erty ited scopo—finds in easter 


industsy an slmowt unbounded rango for its application; und, 
sccondly, it is in manufacturing industry also that machinery, 
a Lee CReethisersase of pei eae of ee em 
on xeale, an fact, been employed 
Mids the most aga snecess. Te lio 
facts, taken in connection with the further fact that industrial 
invention does not take place per sultem, but grodually—one 
invention ever treading on the heels of another—and that its 
advance seems to be subject to no limitation ; it follows, I say, 
from these considerations, that that portion of the cost of manu- 
factured goods which properly belongs to the manufacturing 
must, with the progress of society, undergo constant 
Timinntion, ...Inall the great branches of manofacturing 
industry the portion of the coe incurred a pana 
ing process bears in general a iro) to that repre- 
sented by the raw. terial while: the era of industrial 
invontion, in reducing this portion of tho cost, is, as every one 
knows, great and unremitting in its action.” 

Ag has been said, “the two great cheapeners of production 
are division of labor and machinory, and the degroe in which 
those admit of being applicd to maimfacture is mainly depend- 
ent upon the seale on which the manufacturing process is car- 
ried on. Those manufactures, therefore, that are produced 
upon a large scale are the sort of manufactares in which we 
may expect the greatest reduction in coat; in which, there- 
fore, the fall in price, with the progress of society, will be 
most marked, But the manufactures which are produced upon 
tho scalo aro those for which there exists the 
demand—that is to say, are those which enter most extensively 
into the consumption of the great mass of people. They are 
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agriculture, exeept in a few provinces, advancee slowly, 
populution advances still more slowly, and even with inerens- 
ing slowness, its growth being kept down, not by poverty, 
which is diminishing, but by prudence. 


r, the cost of admit 
ind and t Continent she se sues a i 
Bid peng sath ne ene ns ie 
ransat Naw 
from foreign cot = ip 


g5. eas aioe Pacer 
the permanent or average values and prices of commodities. 
Tt remains to be considered in what manner the same prog- 
ress affects their fluctuations. Concerning the answer to this 
question there can be no doubt. It tends in a very high de- 
gree to diminish them. 

In poor and backward societies, as in the East, and in 
Europe during the middlo ages, extraordinary differences in 
the price of the same commodity might exist in places not 
very distant from each other, becanse the want of roade and 
canals, the imperfection of marine navigation, and the inse- 
curity of communications generally, prevented things from 
being transported from the places where they were cheap 
to those where they were dear. The things most liable to 
fluctuations in value, those directly influenced by the sea- 
gona, and especially food, were seldom carried to any great 
distances. In most years, accordingly, there was, in some 
part or other of any large country, a real dearth; while a 
doficiency at all considerable, extending to the whole world, 
is [now] « thing almost unknown. In modern times, there- 
fore, there is only dearth, where there formerly would have 
been famine, and sufficiency everywhere when anelently 
there would have been scarcity in some places and superfluity 
in others. 

‘The same change has taken place with respect to all other 
articles of commerce. The safety and cheapness of commu- 
nications, which enable a deficiency in one place to bo eup- 
plied from the surplus of another, at a moderate or even a 
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of valuc in #0 far only as ified i 
ments of normal prices. It will be i ‘ing now to consider 
whether it ix posable to discover in the movements of market 


any 
normal price. (2,) The nature of manufactures is, in general, 
such ns to fit oe cansiabty for Practiced Any con- 
lerable elevation of price, therefore, is y certain to at- 
tract supplies from remote sources, (3.) er, consi in 
their relation to human noods, I think it may be said of manu- 
factured goods, that either tho need for thom is not very 
‘or, where it happens to be so, substitutes... may be 
found. From all these circumstances it results that an advance 
in tho price . . . either attracts supplies, or deters parc! 
a Brerenag, any great departure from the usual terms 
¢ marl 


“Turning now to the jucts of joultaral, or, 
more aeceatlys poked: ind sees find the cireum- 
stances under which this class of pal is ht to market 
in all respects extremely different from those which we have 

just examined, and such as to permit a much wider margin of 

joviation for the market from the normal pri lore the 
period of production is longer, the result of process much 
more uncertain, the commodity at once more perishable and 
Joss portable, and human requirements in relation to it are most! 
of a more urgent kind: (1.) The shortest period within which 
additions can be made to the supply of food and raw material 
of the vegetable kind is in general a year, and, if the com- 
modity be of animal origin, the minimum is considerably larger, 
(2 Again, the farmer may decide upon the breadth rf ground 
to levoted to a particular crop, or upon the number of cat- 
tle he will maintain ; but the actual returns will vary accord- 
{ag to the season, and may prove far in oxcoss or far in defoct 
of his calculations, These circumstances all present obstacles 
to the adjustment of supply and demand, and consequently 
tend to produce frequent and extensive deviations of the mar- 
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CHAPTER II. 


ISFLUENCE OF THK PROGRESS OF INDURTRY AND POPULATION 
ON RENTS, PROFITS, AND WAGES. 


$1. Costexurre the inquiry into the nature of the eco- 
nomical changes taking place in a socicty which is in a state 
of industrial progress, we shall noxt consider what is the 
effect of that progress on the distribution of the produce 
among the various classes who share in it. We may confine 
onr attention to the syste of distribution which is the most 
complex, and which virtually ineludes all others—that in 
which the produce of manufactures is shared between two 
classes, laborers and capitalists, and the produce of agricult- 
‘ure among three, laborers, capitalists, and landlords, 

The characteristic features of what is commonly meant 
by industrial progress resolve themselves mainly into three, 
increase of capital, increase of population, and improvements 
in production; understanding the last expression, in its 
widest sense, to include the process of procuring commodi- 
ties from a distance, as well as that of producing them. Tt 
will be convenient to set out by considering each of the three 
causes, as operating separately; after which we can suppose 
them combined in any manner we think fit.' 

$2. For the sake of clearness we will form two general 
groups of these causes ; 
mot apa i conan at Copital (Improve- 

B. The Influence Gf Lamrteennls ( Popiaslon ca Cae 
tal remaining stationary). 





+ Roforo beginning this discussion tho reader is advised to review the rela . 
tion of profits to ovat of labor, und the dopendence of the latter on ite three 
factors, Book I, Chap, V, 2 5, 









TI would be, That is, if both Capital and Population 
Dasara eet rien eh sean mm 


effect on Wi and Rent? Of course, we must 
pose ad jon just keep pace 
Fpl eereriiert eo eon drip er 

ig the same and same quality of com- 
modities as before, Hence, laborer receives the same 
quantity as and there are more laborers, there 
will be an i demand put upon neice foc ee 
soils will bo cultivated, and cost of the products Tine. 
see seek ta befor matte ence hen 
tity of real as i cost em has risen, as 
just i fan lketoaghl écxe at kaboniell tesla te hYSH 
must come out of profits, (2) Profite will fall. So that the 
results of A upon distribution, taken iy from B, are 
that the owner of capital loses; but the owner of land again 


causes, Ban advance in the arts of production (w! 
and pepeaten irezain weadlansra) We can now study 

wes rovements on wages, an 

“ir frou, the exten beige 


tho value of articles consumed chiefly be the Iaboring-classos, 
For the sake of clearness, imagine that the improvement comes: 


those consist moatly of food, there will be a rise in the margin 
of cultivation and a fall in rents (8), It has been ly 
shown ' that improvements retard, or put back, the law of 
diminishing roturns from land (or in manufactures compensate 
for it), and so lower rents, The paral cultivated isnow of 
a better grade than before, and the luce is yielded at a less 
cost and value ; so that the land with which the best grades are 
compared, to determine the rent, is not rated from the best: 
les by so wide a gap, It would at first blush seem, then, 
t the interests of the landlord were antagonistic to improve 
ments, since they lower rents; but, in practice, it is not so, as 
we shall soon aoe, 
We have scen that improvements cheapen the price of arti- 





* Book T, Chap. 1X. 
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Hen ape ey tongs ene 
i sng pc | Area a }) advance <i cod do 
and profits other hand, 


lation rent and tend 
wad Spear” Hon the oso hand 
advances than improvements (B) the cr 


mg the however, is not the final and NS ao 

z Be re Bl eg rear el ome rents 
en! nt joul wly diffused. 
Seilpoussenessreia eee cay seeeeel 
not continuous in ee action, as ix the Tree ‘capital and 

F Saati ter cerpoeannies ital ple 

0 1 hod 
lower wees or raise the rate eat pots pal pepclaticn 
where “ treads close on the he of agveniteral rrr ath 
and offaces its effects as fast as they are produced. 

‘The reason why agricultural improvement seldom lowers 
rent is, that it seldom cheapens food, but only proyents it 
from growing dearer; and seldom, if ever, throws land out 
of cultivation, but only enables worse and worse land to be 
taken in for the supply of an increasing demand, What is 
sometimes called the natural state of a country which is but 
half cultivated, namely, that the land is highly productive, 
and food obtained in great abundance by little labor, is only 
true of unoceupied countries colonized by a civilized people. 
In the United States the worst land in cultivation is of s high 
quality (except sometimes in the immediate vicinity of mar- 
kets or means of conveyance, where a bad quality is compen- 
sated by a good situation); and even if no further improve- 
ments were made in agriculture or locomotion, cultivation 
would have many steps yet to descend, before the increase 
of population and capital would be brought to a stand; but 
in Europe five hundred years ago, though so thinly peopled 
in comparison to the present population, it is probable that 
the woret land under the plow was, from the rude atate of 
agriculture, quite as unproductive as the worst land now cul. 
tivated, and that cultivation had approached as near to the 
ultimate aa of profitable tillage in those times as in the 
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CHAPTER HL 


OF THE TENDENCY OF PROFITS TO A MINIMUM. 


$1, Tum tendency of profits to fall as society advances, 
which has been brought to notice in the preceding chapter, 
wna early recognized by writers on industry and commerce; 
but, the laws which govern profits not being then understood, 
the phenomenon was ascribed to a wrong cause. Adam 
Smith considered profits to be determined by what he called 
the competition of capital. Tn Adam Smith's opinion, the 
manner in which the competition of capital lowers profits is by 
lowering prices; that being usually the mode in which an 
increased investment of capital in any particular trade lowers 
the profita of that trade, But, if this was his meaning, he 
overlooked the ciroumetance that the fall of price, which, if 
confined to one commodity, really does lower the profits of 
the producer, ceases to have that effect as soon as it extends to 
all commodities ; beeauae, when all things have fallen, noth 
ing has really fallen, exeoptnominally ; and, even compntod in 
money, the expenses of every producer have diminished as 
much as his returns. Unless, indeed, labor be the one com- 
modity which has not fallen in money price, when all other 
things have: if 0, what has really taken place ie a rise of 
wages; and it is that, and not the fall of prices, which has 
lowered the profits of capital. Tore is anothor thing which 
escaped the notice of Adam Smith; that the supposed uni- 
versal fall of prices, through increased competition of capitals, 
is a thing which can not take place, Prices are not deter- 
mined by the competition of the sellers only, but also by that 
of the buyers; by demand as well as supply. The demand 
which affeets money prices consists of all the money in the 
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eolely by the ny sp a tho a toby 
extent of the “ficld of employment.” Tho ficld of employ 
ment for capital is twofold: the land of the country, and the — 
eapacity of foreign markets to take its manufactured com- 


through an extension of the field of employment, cither by 
the acquisition of fertile land, or by opening new markets in 
foreign countries, from which food and materials can bo pur: 
chased with the products of domestic capital. 
$2. There js at every time and place some particular tate 
of profit which is the lowest that will induee the people of 
that country and time to aceamulate savings, and to employ 
those savings productively. This minimum rate of profit 
varies according to circumstances. It depends on two ele- 
ments: One is the atrength of the effective desire of aceumu- 
» lation ; the comparative estimate, made by the people of that 
place and era, of future interests when weighed against pres- 
ent. This element chiefly affects the inclination to save, 
The other element, which affects not so much the willingnéss 
to save as the disposition to employ ssvings productively, ia 
the degree of security of capital engaged in industrial opera 
tions. In employing any funds which a person may possess 
as capital on his own account, or io lending it to others to be 
so employed, there is always sume additional risk over and 
above that ineurred by keeping it idle in his own custody, 
This extra risk is great in proportion aa the gencral state of 
society ia insecure: it may be equivalent to twenty, thirty, 
or fifty per cent, or to no more than one or two; som 
howover, it must always be; and for this the expectation of 
profit must be sufficient to compensate. 


' Mr. Mill commended, a# the most eclontific trentment of the subjoct with 
which he had met, an *Bsay on the Rifects of Machinery,” by William Silla, 
“Westminster Reriew,” January, 1826. 
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civilization that mankind become loss the slaves of the mo- 
ment, and more habituated to carry their desires and pur- 
poses forward into a distant future, This inerease of provi- 
dence iz a natural result of the increased assurance with 
which futurity can be looked forward to; and is, besides, 
favored by most of the influences which an industrial life 
exercises over the passions and inclinations of human nature. 
In proportion as life has fewer vicissitudes, as habits become 
more fixed, and great prizes are leas and leas to be hoped for 
by any other means than long perseverance, mankind become 
more willing to sacrifice present indulgence for future ob- 
jects. But, thongh the minimum mate of profit is Hable to 
vary, and thongh to specify exactly what it is would at any 
given time be impossible, such a minimum always exists; 
and, whether it be high or low, when once it is reached, no 
further increase of capital can for the présent take place. 
The country has then attained what is known to political 
economists under the name of the stationary state. 

§% 8. We now arrive at the fundamental proposition 
which this chapter is intended to inculcate, When a coun- 
try has long possessed a large production, and a large net 
income to make savings from, and when, therefore, the 
means have long existed of making a great annual addition 
to capital (the country not having, like America, a large re- 
serve of fertile land still unused), it is one of the character- 
istics of such a country that the rate of profit is habitually 
within, as it were, a hand's breadth of the minimum, and 
the conntry, therefore, on the very verge of the stationary 
state. My meaning is, that it would require but a short time 
to reduce profits to the minimum, if capital continued to in- 
creae at ite preeont rate, and no cireumstances having a tend- 
eney to raise the rate of profit oceurred in the mean time. 

In England, the ordinary rate of interest on government 
securities, in which the risk is next: to nothing, may be esth- 
mated ata lithe more than three per cent: in all other ine 
vestments, therefore, the interest or profit calculated upon 
(exclusively of what is properly a remuneration for talent 








cs 
a 


turned js 

Bove the conditions of production remain 
‘Bin seine, i sh oh laborers can ‘a 
as before, no more than A ©; even ‘in the 


a 
4 
; 
E 

: 


ee avi And 
this would be repeated each year, cach saving added 
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poople, or of the unproductive laborers, became 
If population did increase with the Increase of ea] 

and in proportion to it, the fall of profits would «till be in- 
evitable. Increased population implies increased demand 
for agricultural produco, In the absence of industrial im- 
provements, this demand can only be supplied at an in- 
creased cost of production, either by cultivating worse land, 
or by a more elaborate and costly cultivation of the land 
already under tillage. The cost of the laborer’s subsietenco, 
ia therefore increased, and, unless the laborer submits to a 
deterioration of his condition, profits must fall. Tn an old 
country like England, if, in addition to snpposing all im 
provement in domestic agriculture suspended, we suppose 
that there is no increased production in foreign countries for 
the English market, the fall of profits wonld be very rapid. 
If both these avenues to an increased supply of food were 


a 











capital is sunk which yiclds cither no return, or none ade- 
guate to the outlay. Factories are built and 
erected beyond what the market requires, or can keep in 
employment. Even if they are kept in employment, the 
eapital is no less sunk; it has been converted from eirenla- 
ting into fixed capital, and has ceased to have any intlaence 
on wages or profits, Besides this, there is a great unpro- 
ductive consumption of capital during the stagnation which 
follows « period of general overtrading. Establishments are 
shat up, or kept working without any profit. Such are the 
effects of a commercial revulsion; and that such reralaions 
are almost periodical ig 4 consequence of the very tendency 
of profits which we are considering. By the time a few 
years have passed over without a crisis, so much additional 
capital has been accumulated that it is no longer possible to 
invest it at the accustomed profit; all public securities rise 
to a high price, the rate of interest on the best mereantile 
security falls very low, and the complaint is general among 
persons in business that no money ia to be made. But the 
diminished scale of all safe gains inclines persons to give a 
rendy ear to any projects which hold out, though at the risk 
of lous, the hope of a higher rate of profit; and speculations 
ensue, which, with the subsequent revulsions, destroy, or 
transfer to foreigners, a considerable amount of capital, pro 
duce a temporary rise of interest and profit, make room for 
fresh accumulations, and the same round is recommenced. 
This, doubtless, is one considerable cause which arrests 
profits in their descent to the minimum, by sweeping away 
from time to time a part of the accumulated mass by which 
they are forced down. But this is not, as might be inferred 
from the language of some writors, the principal causo. If 
it were, the capital of the country would not increase; but 
in England it does tnerease greatly and rapidly. This ix 
shown by the increasing productiveness of almost all taxes, 
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ever enables people to live equally well on a smaller incomo 
inclines them to lay by capital for a lower rate of profit. If 
people can live on an independence of [81,000] a year in the | 
same manner as they formerly could on one of (£2,000), some 
persons will be induced to save in hopes of the onc, who 
would have been deterred by the more remote prospect of 

the other, All improvements, therefore, in the production 

of almost any commodity tend in some degree to widen the 
interval which has to be passed before arriving at the sta- 

state, 

§ 6. Equivalent in effect to improvements in production 
is the acquisition of any new power of obtaining cheap com- 
modities from foreign countries. If necessaries are cheap- 
ened, whetber they are so by improvements at home or im- 
portation from abroad, is exactly the came thing to wages 
and profits, Unless the laborer obtains and, by an improve- 
ment of his habitual standard, keeps the whole benefit, the 
cost of labor is lowered and the mte of profit raised. As 
Jong as food ean continue to be imported for an increasing 
population withont any diminution of cheapness, so long the 
declension of profits through the increase of population and 
capital is arrested, and accumulation may go on without make 
ing the rate of profit draw nearer to the minimum, And on 
this ground it is believed by some that the repeal of the corn 
lawe hae opened to [England] a long era of rapid increase of 
capital with an undiminished rate of profit. 

Before inquiring whether this expectation is reasonable, 
one remark must be made, which is much at variance with 
commonly received notions. Foreign tmde does not neces 
sarily increase the field of employment for capital. When 
foreign trade makes room for more capital at the «ame 
profit, it is by enabling the necessaries of life, or the ha 
bitual articles of the laborers consumption, to be obtained 
at smaller cost, It may do this in two ways: by the impor- 
tation either of those commodities themselves, or of tho means 
and appliances for producing them. Cheap iron has, in a 
certain measure, the same effect on profits and the cost of 
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can not be expected to keep pace with the growing demand 
of so rapidly increasing a population as that of Great Britain ; 
and, if our population and capital continue to increase with - 
their present rapidity, the only mode in which food can.eon- 
tinue to be supplied cheaply to the one is by sending the 
other abroad to produce it. 

Not even Americans have any adequate knowledge of the 
productive capacity of the United States. The grain-ficlds 
‘are not yot all ocoupied ; and we can easily produce the total 
cotton consumption of the world on that quantity of land in 
‘Texas alone by which the whole cultivable area of that State 
excoods the corresponding area of the empire of Austria-Hun- 
gary (see Chart No, XVII, which shows tho remarkable pro» 


CHART XVil. 
Grain-Orops of the United States, 


Year| Dasheln. Malar, Wheat, Rye, Oale, Barley, Buckwheat, 





1805 | 3,127,499,187 
1806 | 1,049,027,808 
1907 | 1,920,739,400 
1868 | 1,450,480,000 
3869 | 1,491,412,100 
1870 | 1,629,027,600 
1871 | 1,528,776,100 
1972 | 1,664,331,000 
1473 | 1,988,892,991 
1874 | 1435,180,200 
1875 | 2,092,295,300 
1876 | 1,069,23,600 
1377 | 178,994,046 
1878 | 2,902,254,080 
2,434,854, 042 
2448,079,181 
1881 | 2,066,020,570 
1582 | Z609,394,496 
1883 | 2,699,219,089 








portion of land possessed by the United States as compared 

with European countries) ; and the exports of ageenleeral 

food from the United States ara now six times what they 

were in 1850, about the time when Mr. Mill made the above 

statements. Immense areas of our soil have not yet bren 
uu 
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CHAPTER IV. 


CONSEQUENCES OF THR TENDENCY OF PROFITS TO A MINIMUM, 
AND THE STATIONARY STATI. 


§ 1. Tix thoory of the effect of accumulation on profits 
must greatly abate, or rather, altogether destroy, in countries 
where profits are low, the immense importance which used 
to be attached by political economists to the effects which an 
event or a measure of government might have in adding to 
or enbtracting from the capital of the country. We have 
now seen that the lowneas of protits is a proof that the spirit 
of accumulation is go active, and that tho increase of capital 
has proceeded at so rapid a rate, a8 to ontatrip the two eoun- 
ter-agencies, improvements in production and increased gup- 
ply of cheap necessaries from ubroad. A sudden abstraction 
of capital, unless of inordinate amount, [would not) have 
any real effect in impoverishing the country, After a few 
months or years, there would exist in the country just as 
much capital as if none had been taken away. The ob- 
straction, by raising profits and interest, would give a fresh 
stimulus to the accumulative principle, which would speedily 
fill up the vacuum. Probably, indeed, the only effect that 
would ensne wonld be that for some time afterward less 
capital would be exported, and less thrown away in hazard- 
ous speculation, 

In the first place, then, this view of things greatly weak- 
ens, in a wealthy and industrious country, the force of the 
economical argument against the expenditure of public 
money for really valuable, even though industriously unpro- 
ductive, purposes. In poor countries, the capital of the 
country requires the logislator’s seduloue care; he is bound 
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wages fund, the subsistence of tho people and, the employ 
ment for labor curtailed, and the gross annual 
the country actually diminished. But in a oooh Ee 
annual savings and low profits no such effects need be 
prehended. It merely draws off at one orifice what was 
ready flowing out at another; or, if not, the greater vacant 
space left in the reservoir docs but cause a greater quantity 
to flow in. Accordingly, in spite of the mischievous de- 
rangements of the money market which have been occasioned 
by the great sums in process of being sunk in railways, I 
ean not agree with those who apprehend any mischief, from 
this source, to the productive resources of the country. Not 
on the absurd ground (which to any one acquainted with the 
elements of the subject needs no confutation) that railway 
expenditure is a mere transfer of capital from hand to hand, 
by which nothing is lost or destroyed. This is trne of what 
is spent in the purchase of the land; a portion too of what is 
paid to agonts, counsels, engineers, and surveyors, is saved 
by those who receive it, and becomes capital again: butwhat 
ia laid out in the bona fide construction of the railway itself 
is lost and gone ; when once expended, it is incapable of ever 
being paid in wages or applied to the maintenance of Inbor- 
ers again; as a matter of account, the result fs, that so much 
food and clothing and tools have been consumed, and the’ 

country has got a railway instead. 

It already appears, from these considerations, that the 
conversion of cireulating capital into fixed, whether -by rail- 
ways, or manufactories, or ships, or machinery, or canala, or 
mines, or works of drainage and irrigation, is not likely, in 
any rich country, to diminish the gross produce or the 
amount of employment for labor. ‘There fs hardly any ine 
crease of fixed capital which does not enable the country to 
contain eventually a larger cireulating capital than it other 
wise could possess and employ within its own limits; for there 
is hardly any creation of fixed capital which, when it proves 
succeseful, does not cheapen the articles on which wages are 
habitually expended. 








ping the increase of capital, and the condition of the elas 

who are at the bottom of society from being deteriorited, 

Where there is not, in the people, or in some very large pro- 
deterioration—a 


portion of them, a resolute resistance to this 

determination to preserve an established standard of comfort 
—the condition of the poorest class sinks, even in a program 
sive state, to the lowest point which they will consent to an- 
dure, The same determinatiom would be equally effectual 
to keep up their condition in the stationary state, and would 
be quite as likely to exist, 

I can not, therefore, regard the stationary etate of capital 
and wealth with the unaffected aversion eo generally mani- 
fested toward it by political economists of the old school. I 
am inclined to believe that it would be, on the whole, a 
very considerable improvement on our present condition. 

It is only in the backward countries of the world that 
increased production is still an important object ; ‘in those 
moat advanced, what is economically n better dis- 

ibution, of which oné jc means is 4 stricter re- 










joint effect of the prndenee and frogality of individuals, 
and of a system of legislation favoring equality of fore 
tunes, so far as is consistent with the just claim of the in- 
dividual to the fruits, whether great or small, of his or her 
own industry. We may suppose, for instance (according 
to the suggestion thrown out in a former chapter’), a lim- 
itation of the sum which any one perwon may acquire by 
gift or inheritance, to the amonnt sufficient to constitute 
a moderate independence. Under this twofold influence, 
society would exhibit these leading featnres: a well-paid 
and aiuent body of laborers; no enormous fortunes, ex- 
cept what were earned and accumulated during a single 
lifetime ; but a much larger body of persons than at present, 
not only exempt from the coarser toils, but with sufficiont 





4 Book I, Chap. 1, § 6 









lower prices ; and Mr. Giffen shows the sume pro; 
land. Moreover, travelers on the Continent 
movement already noticeable there. Mr, Giffen's 
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Under these ms, 1k seers that the only hope of an 
improvement for lies in the jon of 
population—or at least in an increase of numbers less than the 
increase of capi d ements, It is however, 


and improv 2 
that Mr. Cairnes, with many others, has failed to recognize the 
full extent of the improvement which ix Res in the 
‘wears St the laborer ander the existing social . Although 
we hear much of the wrongs of the working-men—and they no 
doubt exiat—yet it is unquestionable that their condition has 
vastly improved within the last fifty years laagels, in my opi 
ion, because improvements have outstripped population, Sad be 
cause wide areas of fertile land in new and ‘ul countries 
have drawn off the ng population in the older countries, 
and because the available spots in the newer countries like the 
United States have not yet been covered over with a popula- 
tion sufficiently dense to keep real wages anything below a 
relatively high‘standard, ‘The facts to substantiate. this 

ion, so far as s Great Britain, are to be found in a recent 
investigation* by Mr, Giffen, the statistician of the i 
Board of ‘Trade. For a very considerable reduction in hours 
e daily Iabor, the ee wages on an ay 
about cent higher ity years ago, as may be seen 
by the following table : 


1 Leading Principles,” pp. 278-280. 

+ Progrees of the Worklng-Clasees in the Last Half-Century™ (1884), betag 
‘hip fnaugural address as President of the Loudon Statistical Society, November 
20, 1898. 5 


Con 
L—Copita 
T—Fixed 
IL—Active 
1V.—8pindl 
V.—Loom 


VI—$ Fh 
op 
‘ViL—Numt 
ex 
‘VIIL—Opera 
” 
1X.—Pount 
da 
X.—Pount 
pe 
X1.—Houn 


XIL—Ponn: 
Pm 
XIL—Wagi 
pe 
XIV.—Wagi 
p 
XV.—Wag 


XVI—Profi 
cent 


XVIL—Pricc 





Says Mr, Giffon: “Tf the return to 

wie as ote keen abet ee 
Income 

Fee reer be COU tna DOD Insteed at 





‘tocapital 
gate income rpepehdng em ctag oie 
aL ODEON It is found, moreover—as a sugwestion 


hee 
limited. As it is, the mater in < 
fan increase saoteeee et seer 

80,000,000 in 1881, In other words, the landlords hive ee re 
areal oe ore it while ee laborers have intercepted much more 


There are at tha Dad v data rola to the 
United States which point in ppg eee red of Mr. 
Giffen, Charts No. XIX and XX show vividly how far the 
increased produetiveness of an industry, arising from greator 
skill and greater efticieno, Be labor in the connection of im- 
proved machinery, has enabled manufacturers to steadily lower 
the price of their goods, and yet increase the wages paid to 
their operatives, hat was me of these two cotton - mille 
was true of others within New England ; ay the ae sie 
paid by these mills was the rate current in the 

and in 1884, While each spindle and loom pases 

more effective, we see by Chart No. XIX that ny w peor 
duction of each operative constantly increased from a yards 
per year in 1830, to 25,032 yards in 1884; and this it was 
Thich made posable the corray ning erage in the rath of 
wages from 8164 in 1830, to ‘The sam of #200 a 
year as an avorage for each operative, is a stipend too small to 
cause any cane satisfaction ; but he must be sees indeed 
whodeen: not sve that $290 ix a cheerful possession as compared 
with $164. There is, then, abundant ground for believing: that 
in the past fifty years the condition of the workin; in 
the United States has been materially improved. dimin- 
ishing proportion of the price whlch goes to the capital is a 
signifioant, fact, and illustrates the tendency of profite to fall 
with the increase of capital.’ The same ‘truth seems to be 





1 These mills hove not bean able to pay ten per cent regulsrly, aa mentioned 








PROBABLE FUTURITY OF THE LABORING-CLASSES, 593 


density of population, and become worth $600 or more without 
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use of capital; but that the manager's wages of sn- 
tend larger than is common); relation 
Pat re nt ca to the por! of 


practis held by such exec ability as is competent to 
epope? ly manage business interests, a Pa sees 
this lange payment to the manager seems to is 
pouseial eh seed This we now know to be wrong. The 
wages are payments of exactly the same nature as 
any laborer’s wages, It makes no difference whether wages are 
paid for manual or mental labor, The payment to capital, purely 
as such, known as interest (with insurance for risk), is unmia- 
takably decreasing, even in the United Statos, And yet we see 
men gain by industrial operations enormous rewards ; but these 
returns are in their essence solely manager's wages. For in 
many instances, as hitherto discussed, we have seen that the 
mani ig not the owner of the capital he employs. To what 
does this lead us? Inevitably to the conclusion that the la 
borer, if he would become (eect ats than a receiver of 
pA ese i 
scale of 


from it important conseqnences to the whole social condition 
of the lower classes. It leads us directly to the means by 


sition—the actual details of which, of course, are difficult, ae 
as they are not included in ical eco! , thoy must be left 
to Cage pepe ae : essential | of hope for any 

r oxtension a! juctive m. co-opera- 
Fo owen ita oxistenoo to the posmbility of dividing the man- 


int of view that oan is keen more traly and 
Phan in any other way. Yor it is to be said that ta ae 


its forms tion gives the most ee Te 
sult as regards the condition of the which have 
been reached in the long discussion upon the relations of | 
and capital. x 

$4, It will be my object, then, to describe the chief forms in 
which the co-operative principle has manifested itself. These 
may be said, in ponerol pads foe y (1) distributive Can 
tion, by which goods already produced are bought and to 











PROBABLE FUTURITY OF THE LABORING-CLARSES, 520 


aaa re 
ah ii 


tea 
each member 
Reese ee ei 


by 500 students, have been maintained. The extension of the 
dale store led to the necessity of a wholesale establish- 
their own. It is now a large institution with branches 
in London and Neweastle. “Tt owns manufuetories in London, 
Manchester, Ne ster, Durham, and Crumpsall ; 
and it has di in Kilmallock, Waterford, 
ipperary, and ‘bh, for the purchase of butter, po- 
tatoes, and It hax buyers in New York and Copenhagen, 
and it owns two it has a banking department 
with a turn-oyer of more than Eun nEn00 ly.” 


The papas § poe for England and Wales tell their own 
story as to the progress of co-operation = 





Several persons ench subscribe a sum to make up the share 
capital of a store, and a person is selected to take charge of the 
purchase and care of the goods. ‘The adyant of the plan 
are : (1) Awdivision among the co-operators of all the ip Meee 
of the retail trade; (2) a cai tee eh 
bers are always purchasers withont sation 
bad debts, since only cash sales are rm 
against fraud as to the character o} beeat 
no inducement to make gains by adi 





" Pumcett, “Manual of Political Beonomy” (ast edition), ebaptor on Com 
operation. 
Giffen, “Progress of the Working-Classes in the Last Half-Contary," p. 1h 
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can not ecoure the talont which will make 
establishment, they ri reoure: 

‘Tn France the national. of Louis Blane, estab- 
has it, been more 





such 

of teavelers and commissions, The cof actual operations 
upon whieh successes have been eaten 

bo briefly this : (1) To save capital, chiefly throu 
tive associations ; (2) to purchase or lease promises 5 wo 

managers, accountants, and officers at the 

salaries which such men can command in the market 

ing to their mt (4) to borrow apt on the credit of 
the association ; (5) to pay upon capital subscribed by mem- 
bers the same rate of interest as that upon borrowed capital ; 
(6) to regard as profit ole that which remaing after ae | 


scem, and naturally so, to have been most successful, ‘Th 
trained tl ves somewhat for the work, a 
their customers were beforehand secured. That is, where the 
difficulties of the manager's function have been lessened, they 
have a better chance of success. And yet it must be said that 





+ CC Walker, “Wages Question,” p. 276. 
* Godkin, * North American Review,” 1863, 
+ Wistory of Co-operation,” woh i chap ix 











> 
aes man 
for th the egcatcnayt subtraction from Sars share, and 
@ laborers receive an additional share ; but more than ri 
ft hana tho laborer in industrial methods, discloses the 
eines of mani sre ge Cea! him to saving habits 
ant ter wor! ‘is 
papel Sips pee a ee mo uid Bd ee 
oe! to ts tye of 

oe oe oon ae Se trigien railways, 


The ee canae which has attracted most attention in the 
wt bas been that of the Messra, Briggs, at their collieries in 
‘ksbire, England.’ The relations between the owners ani 

the laborers were as bad Sheps Ait cose 

bee Ae devils, and fet nec r prince of ri ran the 
the miners, when they did not Ls aoe to send letters 

a to shoot the owners. In 1865 Mossrs. Briggs tried 

the plan of an industrial partnership with their men, Dery 

from business considerations, Seventy er cent of the 

raising coal consisted of wa; wire ond and Yul ly fifteen cent of 

materials which were habi The whole property 


* Barnard, “ Co-operation as a Businow," pp. 160-153. 
* Boolyoake, “ History of Co-operation," p. 235. 
* See Thornton, “On Labor,” p. 270. Also sos “Parliamentary Documents," 
1868, 1869, xxxi; “ Trados-Unions of England,” by the Count do Paris; Brassoy's 
“Work and Wages,” chap, xi, 








that = of Pes irene which is worth more than a mere 
increase of reach the 


seoms to make it possible to 
b weight we eeccmettcs ‘the lower and moro 
any Je pombe tout towel eet 
‘afterward \find lo} " 





Teas — ‘of soci aaa it is possil _ 
them the powers which ma; yment ia 
the harder of prodastive cooperation. = 


Hiamentary Documents) 5 adapt ty Serer ena 


vriers aux Bénéilves des I'atruns,” Genbye, 1877; Fougerousse, erst 
Guvriers do Puris" (Chaix), 1880; Sodley Taylor, “ Society of Arts Journal," 





February 18, 1881, vol. xxix, pp. 280-270; also in “Nineteenth Century,” May, 
1881, pp. 802-811, “On ProfitSharing”; J.C. Van Marken, “La Question 
Ouvridro: Essai de Solntion (Chix) Ta82,_ 


Pratique” 
1a bis Inst edition of his " Manial," Professor Fawoots thus describes & 
cooperative experiment in agriculture; “The ong that bas attracted the most 


the miserable condition of the agricultural laborers who were employed om his 
estate, that he was prompted to do something on their behalf. When, thore~ 
fore, ono of his farms became vacant, ho offered to lot it at the onlinary ront, 
£150 a year, to the laborers who worked upon it, As they, af course, had ot 
sufficient capital to cultivate it, he in the first inatanoe loaned them the requisite: 
stock ond implements, The laborers were, in fact, formed iuto a company bx 
which there were eleven shares, and no laborer was permitted to hold more 
than one share, The plan was +o eminently wucoeesful that ina few yeare xuf- 
ficient had been saved out of the profits to repay all thet had been advanced, 
and tho Atock and implements tyecame the property of the Iaborers, Each 
share greatly incrensed fn value. Mr, Gardon was 80 much encouraged, not 
only by the pecuniary advantages necared to the Inborers, but also by the jen 
eral Improvement effected In thelr condition, that some years afterward he let 
another and « larger farm on sirallar terms Although no statement of na- 
counts has ever been published, the remarkable pecuniary advantages secured 
to the laborers is proved by the fact that, after enjoying at least as high wages 
fs woro paid in tho district, they wero ablo in s fow years to become tho owners 
of a valuable property, consisting of the stock and implements on the ferns, 
‘One of the most siguificant and hopeful clecumstanoes connected with the 
oxperimont i, that it was not carried ont by a picked hody of men; and if #0 
much could be done by Isborers who were probably among the worst educated 
in the country, It may be falrly concluded, that when the Intelligence of our rural 


of the eysiem of peasant proprlctorsblp, ie ix shown how powerfully the Indus. 
try of the laboror is stimulated by tho feeling of property. When he oulttvntes 
his owa plot of groand, he exerts himself to the utmoet, beosuse he knows that’ 
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tho full amount of his deposit without giving security ; if he 
dosires to borrow a larger sum, he must security in the 
manner we have Cena liability of the members is 





‘ise did 
ber was made ironerally. Ibhe, Each ase eee a 


obliged to a small 
et acai fund, apart Soar th active capital, 
paid WETS, 


Sree ces pare ital borrowed from ont 
profits are distributed in dividends among the members of the 
association, in the of the amount of their deposits 


—after the payment of the expenses of pastaeoaiod of course 
—and the apportionment of a certain percentage to the reserve- 
fund. Every member, as we have said, has a right to borrow 
to the extent of his doposit without security ; but then, if he 
socks to borrow moro, whether he shall obtain any loan, and, if 
#0, how large a one, is decided by the board of 
who are guided in mele their decision just as all 
corse aeoby a consideration of the cireumstances of 
as well as those of the borrower, All the affairs of 
ciation are discussed and decided in the last resort by a general 
assembly composed of all the members.”' The main part of 
the capital loaned by the banks is obtained from outside 

‘on the credit of associations, In 1865 there 
of these institutions in Germany ; in 1877 there were 1,827, 
with over 1,000,000 members, owning $40,000,000 of capital, 
with $100,000,000 more on loan, and doing a business of 
550,000,000 





*Godkin, “North American Roviow,” 1868 Also see Hermann Schultna. 
Delitsch, “ Dic Entwlckolung des Genossenschaftawosens in Deutschland " (1870), 
‘This eminent philanthropist died April 29, 1983. For other forma of coopers: 
tion, building associations, ete., sce Barnant, "Cooperation ax « Business"; 
Pajot, " Du Progris par les Socldtés do Secours Mutanla " (1878). 

Geo " Koonomies of Industry,” by Mr. and Mra Marshall, p. 298, 
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BOOK VY. 
ON THE INFLUENCE OF GOVERNMENT. 


CHAPTER L. 
ON THE ORNERAL PRINCIPLES OF TAXATION, 


§ 1. Oxgof the most disputed questions, both in political 
science and in practical statesmanship at this particnlar pe- 
riod, relates to the proper limits of the functions and agency 
of governments, 

We shall first consider the economical effects arising from 
the manner in which governments perform their necessary 
and acknowledged functions, 

‘We shall then page to certain governmental interferences 
of what I have termed the optional kind (i.e., overstepping 
the boundaries of the universally acknowledged functions) 
which have heretofore taken place, and in some cases still 
take place, under the influence of false general theories, 

‘The first of these divisions i of an extremely miscellane- 
ons character : since the necessary functions of government, 
and those which are so manifestly expedient that they have 
never or very rarely been objected to, are too various to be 
brought under any very simple classification. We com- 
mence, [under] the first head, with the theory of Taxation, 

The qualities desirable, economically speaking, in a 
system of taxation, have been embodied by Adam Smith in 
four maxims or principles, which, having been generally con- 
curred in by subsequent writers, may be said to have become 
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the people.” Secondly, it may divert a portion of the labor 
and capital of the community from a more to a less produc- 
tive employment... “Thirdly, by the forfeitures and other 
penalties which those unfortunate individuals incur who 
attempt unsuccessfully to evade the tax it may frequently 
ruin them, and thereby put an end to the benefit which the 
community might have derived from the employment of their 
capitala. An injudicious tax offers a great temptation to 
smuggling. Fourthly, by subjecting the people to the fre- 
quent visits and the odious examination of the tax-gatherers it 
may expose them to much unnecessary trouble, vexation, and 
oppression"; to which may be added that the restrictive 
regulations to which trades and manufactures are often sub- 
jected, to prevent evasion of a tax, are not only in themselves. 
troublesome and expensive, but often oppose insuperable ob- 
stacles to making improvemente in the procesecs, 

$2. The first of the four points, equality of taxation, 
requires to be more fully examined, being a thing often im- 
perfectly understood, and on which many false notions have 
become to a certain degree accredited, through the absence of 
any definite principles of judgment in the popular mind. 

For what reason ought equality to be the rule in mat. 
ters of taxation? For the reason that it ought to be so in 
all affairs of government. A government ought to make no 
distinction of pervons or classes in the strength of their clains 
on it. If any one bears less than his fair share of the bur- 
den, some other person must suffer more than bis share. 
Equality of taxation, therefore, as a maxim of politics, means 
equality of sacrifice. Itmeans apportioning the contribution 
of each person toward the expenses of goverument, so that 
he shall, feel neither more nor less inconvenience from his 
share of the payment than every other person experiences 
from his, There are persons, however, who regard the taxes 
paid by cach member of the community as an equivalent 
for value received, in the shape of eervice to himeclf; and 
they prefer to rest the justice of making ¢ach contribute in 
proportion to his means upon the ground that he who has 
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tion, it appears to me that the portion of truth which the 
doctrine contains arises principally from the difference be- 
‘tween a tax which ean be saved from Inxuries and one which 
trenches, in ever so small a degree, upon the necessaries of 
life. To take o thousand a yeur from the possessor of ten 
thoneand would not deprive him of anything really condu- 
cive either to the support or to the comfort of existence ; and, 
if such would be the effect of taking five pounds from one 
whose income ia fifty, the sacrifice required from the Inet ia 
not only greater than, but entirely incommensurable with, 
that imposed upon the first. The mode of adjusting these 
inequalities of pressure which seems to be the most equitable 
is that recommended by Bentham, of leaving a certain mini 
mum of income, sufficient to provide the necessaries of life, 
untaxed. Suppose [8250] a year to be suificient to provide 
the number of persons ordinarily supported from a single in- 
come with the requisites of life and health, and with protec- 
tion against habitual bodily suffering, but not with any indul- 
gonce, This then should be made the minimum, and incomes 
exceeding it should pay taxes not upon their whole amount, 
but upon the surplas, If the tax be ten per cont, an income 
of [$300] should be considered as a net income of [$50], and 
charged with [$5] a year, while an ineome of [$5,000] should 
be charged as one of [$4,750]. An income not exceeding 
[8250] should not be taxed at all, either directly or by taxes 
on necessaries; for, as by supposition this is the smallest 
income which labor ought to be able to command, the gov- 
ernment ought not to be a party to making it smaller. 

Both in England and on the Continent a graduated prop- 
orty-tax (Cimpét progressif’) has been advocated, on the 
avowed ground that the state should uso the instrument of 
taxation as a means of mitigating the inequalities of wealth. 
Lam a3 desirous a8 any one that means should be taken te 
diminish those inequalities, but not 0 as to relieve the prodi- 
gal at the expense of the prudent. To tax the larger incomes 
ata higher percentage than the smaller is to lay a tax on 
industry ie cconomy; to impose a penalty on people for 
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the provision made for thoso who are unable to work, and 
consiata, in great part, of extremely small fractions. I can 
hardly conceive a more shameless pretension than that the 
major part of the property of the country, that of merchants, 
manufacturers, farmers, and shopkeepers, should be exempted 
from its share of taxation; that these classes should only 
begin to pay their proportion after retiring from business, 
and if they never retire should be excused from it altogether. 
Bat even this docs not give an adequate idea of the injustice 
of the proposition, The burden thus exclusively thrown on 
the owners of the emaller portion of the wealth of the com- 
munity would not even be a burden on that elaas of persons 
in perpetual succession, but would fall exclusively on those 
who happened to compose it when the tax was laid on. As 
land and those particular securities would thenceforth yield 
a smaller net income, relatively to the general interest of 
capital and to the profits of trade, the balance would rectify 
itself by a permanent depreciation of those kinds of property. 
Future buyers would acquire land and securities at a reduc- 
tion of price, equivalent to the peculiar tax, which tax they 
would, therefore, escape from paying; while the original 
possessors would remain burdened with it even after parting 
with the property, since they would have sold their land or 


securities at a loss of value equivalent to the fee-simple of - 


the tax. Tts imposition would thus be tantamount to the 
confiscation for public uses of a percentage of their property 
equal to the percentage laid on their ineome by the tax. 


‘The above proposition bus been extended, by those in the 
United States who ay to class prejudice, to a proposal to 
tax the incomes of 1] who government bonds, It so 
happened that, for example, the six dollars income on a one 

¢ United States was not, in the war 


agreed to relieve them of taxation. It is the same thing to a 
lender if he receive six per cent directly from the ‘ern= 
ment, or if he receive soven per cont, and is obliged to pay back 
one per cent to the treasury in the form of taxation ; but to the 
Government it is another thing, because if it sell a taxed bond 
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B has not, namely, to provide by saving for children or 
others; to which, in the case of ealaries or gains, 
must generally be added a provision for hia own later years; 
while B may expend his whole income without injury to his 
old age, and still have it all to bestow on others after his 
death. If A, in order to meet these exigencies, must lay by 
£300 of his income, to take £100 from him as income-tax is ~ 
to take £100 from £700, since it must be retrenched from 
that part only of his means which he can afford to spend 
on his own consumption. Were he to throw it ratably on 
what he spends and on what he eaves, abating £70 from his 
consumption and £30 from his annual saving, then indeed 
his immediate sacrifice would be proportionally the same as 
Bs; but then his children or his old age would be worse pro- 
vided for in consequence of the tax. The capital sum which 
would be accumulated for them would be ono tenth less, and . 
on the reduced income afforded by this reduced capital they 
would be a second time charged with income-tax; while B's 
heirs would only be charged once. 

The principle, therefore, of equality of taxation, inter- 
preted in its only just eense, equality of sacrifice, requires 
that a person who has no means of providing for old age, or 
for those in whom he is interested, exeept by saving from 
income, should have the tax remitted on all that part of 
his income which is really and Jona jide applied to that 


purpose. 

If, indeed, reliance could be placed on the conscience of 
the contributors, or sufficient security taken for the correct 
uess of their statements by collateral precautions, the proper 
mode of assessing an income-tax would be to tax only the 
part of income devoted to expenditure, exempting that 
which is saved. For when saved and invested (and all eav- 
ings, speaking generally, are invested) it thenceforth pays 
income-tax on the interest or profit which it brings, notwith- 
standing that it has already been taxed on the principal. 
Unless, therefore, savings are oxempted from income-tax, 
the contributors are twice taxed on what they save, and only 
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allowing it to become an unearned appendage to the riches 
of a particular class. 

Now, this is actually the eaze with rent, The ordinary 
progress of a society which increases in wealth is at all times 
tending to augment the incomes of landlords; to give them 
both a greater amount and a greater proportion of the wealth 
of the community, independently of any trouble or outlay 
incurred by themselves. They grow richer, as it were, in 
their sleep, without, working, risking, oreconomizing. What 
claim have they, on the general principle of social justice, 
to this accession of riches! In what would they have been 
wronged if society bad, from the beginning, reserved the 
right of taxing the spontaneous increase of rent, to the high- 
est amount required by finanelal exigencies? The only ad- 
miszible mode of proceeding would be by a general measur. 
The first step shonld be a valuation of all the land in the 
country. Tho prosent value of all Iand should be exempt 
from the tax; but after an interval had elapsed, during 
which society had increased in population and capital, a 
rough estimate might be made of the spoutaneous increase 
which lad accrued to rent since the valuation was made, 
Of this the average price of produce wonld be some criterion : 
if that had risen, it would be certain that rent had increased, 
and (as already ehown) even in a greater ratio than the rise 
of price, On this and other data, an approximate estimate 
might be made how much value had been added to the land 
of the country by natural causes; and in laying on a general 
land-tax, which for fear of miscalculation should be consid+ 
erably within the amount thus indicated, there would be an 
assurance of not touching any increase of income which might 
be the result of capital expended or industry exerted by the 
proprietor. 

With roforence to euch a tax, perhaps a eafer criterion 
than either a rise of rents or a rise of the price of corn, 
would be a general rise in the price of land. It would be 
easy to keep the tax within the amount which would reduce 
the market value of land below the original valuation; and 











are no means by which he can shift the burden upon any 
one else, It does not affect the vulue or price of agri 
produce, for this is determined by the cost of production in 
the most unfavorable circumstances, and in those cireum- 
stances, a8 we have so often demonstrated, no rent is paid. 
‘This, however, is, in strict exactness, only true of the 
rent which is the result either of natural causes, or of im- 
provements made by tenants. When the landlord makes 
improvements which increase the productive power of his 
land, he is remunerated for them by an extra payment from 
the tenant; and this payment, which to the landlord is prop~ 
erly a profit on capital, is blended and confounded with rent. 
A tax on rent, if extending to this portion of it, would dis 
courage Jandlords from making improvements; but what- 
ever hinders improvements from being made in the manner 
in which people prefer to make them, will often prevent 
them from being made at all; and on this account a tax on 
rent would be inexpedient unless some means could be de- 
vised of excluding from its operation that portion of the 
nominal rent which may be regarded as landlord's Profe 
§ 3. A tax on profits, like a tax on rent, must, at leaat in 
its immediate operation, fall wholly on the payer, All prof- 
its being alike affected, no relief can be obtained by a change 
of employment. If a tax were laid on the profits of any 
one branch of productive employment, the tax” would be 
virtually an increase of the cost of production, and the value 
and price of the article would rise accordingly; by which 
the tax would be thrown upon the consumers of the com- 
modity, and would not affect profits. But a general and 
equal tax on all profits would not affect general prices, and 
would fall, at least in tho first instance, on capitalists alone, 
‘There is, however, an ulterior effect, which, in a rich and 
prosperous country, requires to be taken into account. It 
may operate in two different ways ; (1.) The curtailment of 
profit, and the consequent increased difficulty in making a 
fortune or obtaining a aubsistence by the employment of 
capital, may act as a stimulus to inventions, and to the use 














Inevitable that a part of the burden will be thrown off the 
capitalist, upon the laborer or the landlord. One or other 
of these is always the loser by a diminished rate of aceumn- 
lation. Tf population continues to increase as before, the 
laborer suffers ; if not, cultivation is checked in its advance, 
and the landlords lose the aeceseion of rent which would 
have accrued to them. The only countries in which a tax on 
profits seems likely to be permanently a burden on capital- 
ists exclusively are those in which capital is stationary, be- 
cause there ix no new accumulation, Tn such countries the 
tax might not prevent the old capital from being kept up 
through habit, or from unwillingness to submit to impover- 
ishment, and so the capitalists might continue to bear the 
whole of the tax. 

§ 4. We now turn to Taxes on Wages. The incidence of 
these is very different, according as the wages taxed are those 
of ordinary unskilled labor, or are the remuneration of sueh 
ekilled or privileged employments, whether manual or intel- 
lectnal, as are taken out of the sphere of competition by x 
natural or conferred monopoly. 

T have already remarked that, in the present low state of 
popular education, all the higher grades of mental or edu- 
cated labor are at a monopoly price, exceeding the wages of 
common workmen in s degree very far beyond that which is 
due to the expense, trouble, and loss of time required in 
qualifying for the employment. Any tax levied on these 
gains, which still leaves them above (or not below) their just 
proportion, falls on those who pay it; they have no means of 
relieving themselves at the expense of any other class, The 
same thing is true of ordinary wages, in cases like that of the 
United States, or of a new colony, where, capital increasing 
as rapidly as population can increase, wages are kept up by 
the increase of eapital, and not by the adherence of the labor- 
ors to a fixed standard of comforte. In euch a case, some 
deterioration of their condition, whether by a tax or other. 
wise, might possibly take place without checking the increase 
of population, The tax would in that case fall on the labor- 
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exceed what) is necessary for healthful existenee. These 
very small incomes are mostly derived from manual labor; 
and, as we now see, any tax imposed on these, either per- 
manently degrades the habits of the or falls 
on protita, and burdens capitalists with an indirect tax, in 
addition to their share of the direct taxes; which is donbly 
objectionable, both az. violation of the fandamontal ralo.of 
equality, and for the reasons which, as already shown, render 
a peculiar tax on profits detrimental to the public wealth, 
and consequently to the means which society possesses of 
paying any taxes whatever. 

$5. We now pass, from taxes on the separate kinds of 
income, to a tax attempted to be assessed fairly upon all 
kinds; in other words, an Incomo-Tax, ‘Tho discussion of 
the conditions noceseary for making this tax consistent with 
justice has been anticipated in the last chapter. We shall 
snppose, therefore, that these conditions are complied with. 
They are, first, that incomes below a certain amount should 
De altogether untaxed. This minimum should not be higher 
than the amount which suffices for the necessaries of the ex- 
isting population. The second condition is, that incomes 
above the limit should be taxed only in proportion to the 
surplus by which thoy exceed the limit, Thirdly, that all 
uma eaved from income and invested should be exempt 
from the tax; or, if this be found impracticable, that lifein« 
comes and incomes from business and professions should be 
less heavily taxed than inheritable incomes. 

An income-tax, fairly assessed on these principles, would 
be, in point of justice, the least exceptionable of all taxes. 
‘The objection to it, in the present low state of public mo- 
rality, is the impossibility of ascertaining the real incomes of 
the contributors. Notwithstanding, too, what is called the 
inquisitorial nature of the tax, no amount of inquisitorial 
power which would be tolerated by a people the most dis 
posed to submit to it could enable the revenue officers to 
assess the tax from actual knowledge of the circumstances 
of contributors, Rents, salaries, annuities, and all fixed ine 
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$6. win raison Lee eae ee 
rent, and what Adam Staith calls the | The: 
tint ie determined by the ordinary principles of rent. It is 
the remuneration given for tho use of the portion of land 


equivalent given ee 
building. The fact of its being 
paring aaa eg 
by which it is regulated. It comprisoa the ordinary profit 
on the builder's capital, and an annuity, snffieient at the cur 
rent rate of interest, after paying for all repains 

on the proprietor, to replace the original capital by the time 
the honse is worn ont, or by the expiration of the usual term 
of a building-lease. 

A tax of so much per cent on the gross rent falls on both 
those portions alike, The more highly a house is rented, the 
more it pays to the tax, whether the quality of the situation 
or that of the house itself is the eause. The incidence, how- 
ever, of these two portions of the tax must be considered 

ly. 

As much of it as Is a tax on buildingrent most ulti 
mately full on the consumer, in other words, the oceupier, 
For, as the profits of building are already not above the ordi- 
nary rate, they would, if the tax fell on the owner and not 
on the occupier, become lower than the profits of untaxed 
employments, and honses would not be built. It is probe- 
ble, however, that for aome time after the tax waa first im- 
posed, a great part of it would fall, not on the renter, but 
on the owner of the house, A large proportion of the con- 
sumers elther could not afford, or would not choose, to pay 
their former rent with the tax in addition, bat would content 
themselves with a lower scale of accommodation. Houses, 
therefore, would be for a time in excess of thedemand, The 
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for the tax. But whatever raizes the lowest gr 
rajses all othors, since each eXceeds the lowest by the market 
value of its peculiar advantages, If, therefore, the tax on 
ground-rents were a fixed sum per square foot, the more 
valnable situations paying no more than those least in re 
quest, this fixed payment would ultimately fall on the oceu- 
pier. Suppose the lowest ground-rent to be $50 per acre, 
and the highest $5,000, a tax of $5 per acre on 
would ultimately raise the former to $55, and the latter con- 
sequently to $5,005, since the difference of value between 
the two situations would be exactly what it was before: the 
annual $5, therefore, would be paid by the occupier. But a 
tax on ground-rent is supposed to be a portion of a house-tax 
which is not a fixed payment, but a pereentage on the rent, 
‘The cheapest site, therefore, being supposed as before to pay | 
85, the dearest would pay $500, of which only the $5 could 
be thrown upon the occupier, since the rent would still be 
only raised to $5,005, Consequently, $495 of the $500 levied 
from the expensive site would fall on the ground-landlord.’ 
A honse-tax thus requires to be considered in a double aspect, 
ag a tax on all occupiers of honges, and a tax on ground-rents. 
In the vast majority of houses the ground-rent forms 
but a stnall proportion of the annual payment made for the 
house, and nearly all the tax falls on the occupier. Tt is 
only in exceptional cases, like that of the favorite situations 
in large towns, that the predominant element in the rent of 
the houso is the ground-rent; and, among the very few kinds 
of income which are fit subjects for peculiar taxation, these 
* ground-rents hold the prineipal place, being the most gigan- 
tic example extant of enormous accessions of riches acquired 
rapidly, and in many eases unexpectedly, by a few families, 
from the mere accident of their possessing certain tracts of 
land withont their having themselves aided in the acquisi- 
tion by the smallest exertion, outlay, or risk. So far, there- 
fore, as a house-tax falls on the ground-landlord, it is liable 
to no valid objection. 


"have changed the sums mentioned in this illustration into our own money. 
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As incomes below a certain amount ought to be exempt 
from income-tax, so ought houses below a certain value from , 
house-tax, on the universal principle of sparing from all 
taxation the absolute necessaries of healthful existence. In 
order that the occupiers of lodgings, as well as of houses, 
might benefit, as in justice they ought, by this exemption, it 
might be optional with the owners to have every portion of 
a house which is occupied by a separate tenant valued and 
assessed separately. 
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of values, some fulli to a circum 
ible lpr ierges: hires map eipee an 
discussed—the different durability of the capital employed 
in different occupations. The gross produce of industry con- 
sists of two parts; one portion serving to replace the capital 
consumed, while the other portion is profit, Now, equal 
capital in two branches of production must have equal expec- 
tations of profit; but if a greater portion of the one than 
of the other ia fixed eapital, or if that fixed capital ix more 
durable, there will be a les: consumption of capital in the 
year, and less will be required to replace it, so that the profit, 
if absolutely the same, will form a greater proportion of the 
annual returns, ‘To derive from a capital of $1,000 a profit 
of $100, the one producer may have to sell produce to the 
value of $1,100, the other only to the value of $500. If on 
theee two branches of industry a tax be imposed of five per 
cont ad valorem, the last will be charged only with $25, the 
first with $55; leaving to the one $75 profit, to the other 
only $45. To equalize, therefore, their expectation of profit, 
the one commodity must rise in price, or the other mnst fall, 
or both.' Commodities made chiefly by immediate labor 
must rise in value, as compared with those which are chiefly 
made by machinery. It is unnecessary to prosecute this 
branch of the inquiry any further. 

$2. A tox on any one commodity, whether laid on its 
production, its importation, its carriage from place to place, 
or ita ale, and whether the tax be a fixed eum of money for 
a given quantity of the commodity, or an ad valorem duty, 
will, a8 a general rule, raise the value and price of the com- 
modity by at least the amount of the tax. There are few 
eases in whieh it does not raise them by more than that 
amount. In the first place, there are few taxes on produc: 
tion on account of which it is not found or deemed neces- 
sary to impose restrictive regulations on the manufacturers 
or dealera, in order to check evasions of the tax. These 





* have here also changed the amounts into our own money. 
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in the production of a commodity than taking off a tax which 
narrowed the market for it. 

88. Such are the effects of taxes on commodities, consid- 
ered generally ; bat, a8 there are some commodities (those 
composing the necessaries of the laborer) of which the valuos 
have an influence on the distribution of woalth among dif- 
ferent classes of the comniunity, it is requisite to trace the: 
effects of taxes on those particnlar articles somewhat farther, 
Tf a tax be laid, say on corn, and the price rises in 
to the rien eau diesslar decoetea se, asso ee Firat, 
it may lower the condition of the |; tempo- 
rarily, indeed, it can scarcely fail to doso. If it diminishes 
their consumption of the produce of the earth, or makes’ 
them resort to s food which the eoil produces more abun- 
dantly, and therefore more cheaply, it to that extent contrib~ 
utes to throw back agriculture upon more fertile lands or less 
costly procesges, and to lower the value and price of corn; 
which therefore ultimately settles at a price, increased: not 
by the whole amount of the tax, but by only a part of its: 
amount. Secondly, however, it may happen that the dear= 
ness of the taxed food docs not lower the habitual standard 
of the laborer’s requirements, but that wages, on the contrary, 
through an action on population, rise, in shorter or longer 
periods, 80 a8 to compensate the laborers for their portion of 
the tax, the compensation being of course at the expense of 
profits, Taxes on nesessariea must thns have one of two 
effects : either they lower the condition of the laboring-classes, 
or they exact from the owners of eapital, in addition to the 
amount due to the state on their own necessaries, the amount 
due on those consumed by the laborers. In the last case, the 
tax on necessaries, like a tax on wages, is equivalent to a pecul- 
iar tax on profits ; which is, like all other partial taxation, un- 
just, and is specially projadicial to the increase of the national 
wealth, 

It remains to speak of the effect on rent. Assuming 
(what is usually the fact) that the consumption of food isnot 
diminished, the same cultivation as before will be necessary: 
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and that producing 60 bushels, reduced to 54, will yield, as 
before, no rent, So that the rent of the first quality of land 
hhas lost four bushels; of the second, three; of the third, 
two; and of the fourth, one: that fa, each has lost exactly 
one tenth, A tax, therefore, of a fixed proportion of the 
produce lowers, in the same proportion, corn-rent. >, 

But it is only corn-rent that is lowered, and not rent esti. 
mated in money, or in any other commodity. For, in the 
same proportion as corn-rent is reduced in quantity, the corn 
composing it is raised in value, Under the tithe, 54 bushels 
will be worth in the market what 60 were before; and nine 
tenths will in all cases sell for as much as the whole ten tenths 
previously sold for. The landlords will therefore be compen- 
sated in value and price for what they lose in quantity, and 
will suffer only so far as they consume their rent ia kind, or, 
after receiving it in money, expend it in agricultural produce ; 
that is, they only suffer as consumers of agricultural produce, 
and in common with all the otherconsumens, Considered as 
landlords, they have the same income as before; the tithe, 
therefore, falls on the congumer, and not on the landlord. 

The same effect would be produced on rent if the tax, 
instead of being a fixed proportion of the produce, were a 
dixed sum per quarter or per bushel. A tax which takes a 
shilling for every bushel takes more shillings from one fleld 
than from another, just in proportion as it produces more 
bushels; and operates exactly like tithe, except that tithe is 
not only the same proportion on all lands, but is also the same 
proportion at all times, while a fixed sum of money per 
bushel will amount to a greater or leas proportion, according 
as corn is cheap or dear. 

‘There are other modes of taxing agriculture, which would 
affect rent differently. A tax proportioned to the rent would 











interval of time, less of the burden will rest on the consumer, 
and more of it on the landlord; and, in the ultimate result, 
the miniaum of profits will be reached with a stoaller eapi- 
tal and population and a lower rental than if the course of 
things had not been disturbed by the imposition of the tax. 
If, on the other hand, the tithe or other tax on agricultural 
produce does not reduce profits to the minimum, but to 


the twofold increase will continue to produce ita effects—a 
rise of the price of corn and an increase of rent. ‘These con- 
sequences, however, will not take place with the same rapid- 
ity oa if the higher rate of profit had continued. At the end 
of twonty years the country will haye a smaller population 
and capital than, but for the tax, it would by that time have 
had; the landlords will have a smaller rent, and the price of 
corn, having increased less rapidly than it would otherwise 
have done, will not be so much as a tenth higher than what, 
if there had been no tax, it would by that time have become, 
A part of the tax, therefore, will already have ceased to fall 
on the consumer and devolved upon the landlord, and the 
proportion will become greater and greater by lapse of time. 

But though tithes and other taxes on agricultural produce, 
when of long standing, either do not raise the price of food 
and lower profits at all, or, if at all, not in proportion to the 
tax, yot the abrogation of such taxes, when they exist, does 
not the leas diminish price, and, in general, raise the rate of 
profit, The abolition of « tithe takes one tenth from the 
cost of production, and consequently from the price, of all 
agricultural produce; and, unless it permanently raises the 
laborer’s requirements, it lowers the cost of labor and raises 
profits. Rent, estimated in money or in commodities, gener- 
ally remains as before; estimated in agricultural produce, it 
is raised. The country adds as much, by the repeal of a tithe, 
to the margin which intervenes between it and the stationary 
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that labor to be expended as uselessly as if it were spent in 
hiring men to-dig holes and fill them up again. This waste 
of labor and capital constitutes an addition to the cost of 
production of the commodity, which raises its value and price 
in a corresponding ratio, and thus the owners of the capital 
are indemnified. ‘The loes falls on the consumers; though = * 
the capital of the country is also eventually diminished, by 
tho diminution of their means of saving, and, in some degree, 
of their indueements to save, 

‘The kind of tax, therefore, which comes under the gen- 
eral denomination of « diseriminating duty, transgresses the 
rule that taxes should take as little as possible from the tax- 
payer beyond what they bring into the treasury of the state, 
A discriminating duty makes the consnmer pay two distinct 
taxes, only one of which is paid to the Governtnent, and that 
frequently the lees onerous of the two. If a tax were laid 
on sugar produced from the cane, leaving the sugar from 
beet-root untaxed, then in so far as cane-sugar continued to 
be used, the tax on it would be paid to the treasury, and 
might be as unobjectionable as most other taxes; but if cane- 
sugar, having previously been cheaper than beet-root sugar, 
was now dearer, and beet-root sugar was to any considerable 
amount substituted for it, and ticlds laid out and manufacto- 
rica established in consequence, the Government would gain 
no revenue from the beet-root sugar, while the consumers of 
it would pay a real tax, They would pay for beet-root sugar 
more than they had previonsly paid for eane-sugar, and the 
difference would go to indemnify producers for a portion of 
the labor of the country actually thrown away, in producing 
by the labor of (say) three hundred men what could be ob- 
tained by the other process with the labor of two hundred. 

An interesting illustration, in late of the operation 
a disoriminsting duty aavbantoandlin the ‘ane eaten 

des of sngar imported into the United States Our tariff 
levied certain duties on different grades of classified by 


color, on the theory that color was a test of ae 
Cargoes were examined and compared with graded sugars 
motically sealed in glass bottles and distributed by the Dutob 
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million a is laid which raises the 
penreay igdbabctiiynicnpipe pring ying 
only, but of the whole twenty-one millions. Taking the | 
most favorable but extremely improbable supposition, that 
the importation is not at all checked, nor the home produc 
tion enlarged, the state gains a revenue of only half a mill- 
ion, while the consumers are taxed ten milliona and a half, 
the ten millions being a contribution to the home 
who are foreed by competition to resign it all to the land- 
lords. The consurner thus pays to the owners of land an ad- 
ditional tax, equal to twenty times that which he pays to the 
state. Let us now suppose that the tax really checks impor- 
tation. Suppose importation stopped altogether in ordinary 
years; it being found that the million of quarters can be ob- 
tained, by n more elaborate cultivation, or by breaking up 
inferior land, at a less advance than ten shillings upon the pre- 
vious price—eay, for instance, five shillings a qnarter. The 
revenue now obtains nothing, except from the 
imports which may happen to take place in a season of sear- 
city. But the consumers pay every year a tax of five shillings 
on the whole twenty-one millions of quarters, amounting to 
£5,250,000 sterling. Of this the odd £250,000 goes to com- 
pensate the growers of the last million of quarters for the labor 
and capital wasted under the compulsion of the law. The 
remaining £5,000,000 go to enrich the landlords as before, 
Such is the operation of what are technically termed 
corn laws, when first laid on; and such continnes to be their 
operation «o long as they have any effect at all in raieing the 
price of corn, The difference between a country without 
corn Jaws and a country which has long had corn laws is not 
so much that the last hasa higher price ora larger rental, + 
but that it has the same price and the same rental with a 
smaller aggregate eapital and a smaller population. The im- 
position of corn laws raises rents, but retards that progress 
of accumulation which would in no long period have raised 
ther fully as much. The repeal of corn laws tends to lower 
rents, but it unchains a foree which, in a progressive etate of 
a8 
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the tax; in others, less than the tax. In this last case apart 
of the tax is borne by ee eee Sent stant 
even, as we shall show, more than the whole. 

Reverting to the eupposititious aac merereecte trade 
between England and the United States in iron and corn, 
suppose that the United States taxes her export of corn, the 
tax not being supposed high enongh to induce England to 
produce corn for herself. The price st which corn can be 
sold in England { augmented by the tax. ‘This will prob- 
ably diminish the quantity consumed. Tt may diminish it 
so much that, even-at the increased price, there will not be 
required so great a money value’ as before, Or it may not 
diminish it at all, or 0 little that, in consequence of the 
higher price, a greater money value will be purchased than 
before. In this last case, the United States will gain, at the 
expense of England, not only the whole amount of the daty, 
but more; for, the money value of her exports to England 
being increased, while her imports remain the same, money 
will flow into the United States from England. The price 
of corn will rise in the United States, and consequently in 
England; bat the price of iron will fall in England, and eon- 
sequently in the United States, We shall export) less corn 
and import moro iron, till the equilibrium is restored, Tt 
thus appears (what is at firet sight eomewhat remarkable) 
that, by taxing her exports, the United States would, in 
some conceivable circumstances, not only gain from her 
foreign customers tle whole amount of the tax, but would 
also get her imports cheaper. She would get them cheaper 
in two ways, for sho would obtain them for leas money, and 
would have more money to purchase them with. England, 
on the other band, would suffer donbly: she would have to 
pay for her corn a price increased not only by the duty, but 
by the influx of money into the United States, while the 
same change in the distribution of the eireulating medium 
would leave her less money to purchase it with.’ 


1 This ilustration bad aldo been changed, but oly wo far as to Bt abe trade 
Dotween England aud the United Staten 
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Money will therofore flow out of the United States into | 
land. One effect ia to raise the price of iron in 
consequently in the United States, So ths by the saps 
sition, instead of stopping the efflux of makes 
it greater; Veeaute, the higher the price, the greater the 
money value of the iron consumed. The balance, therefore, 
can only be restored by the other effect, which is going on 
at the eame time, namely, the fall of corn in the American 
and consequently in the English market. Eyon when corn 
has fallen so low that ite price with the duty is only equal to 
what ita price without the duty was at flrt, ft fe not a 
necessary consequence that the fall will stop; for the same 
amount of exportation ss before will not now suflice to pay 
the increased money value of the imports; and although 
the English consumers have now not only corn at the old 
price, but likewise increased money incomes, it is not certain” 
that they will be inclined to employ the increase of their in- 
comes in increasing their purchases of corn. The price of 
corn, therefore, must perhaps fall, to restore the equilibrium, 
more than the whole amount of the duty; England may be 
enabled to import corn at a lower price when it is taxed 
than when it was untaxed ; and this gain she will acquire at 
the expense of the American consumers of iron, who, in 
addition, will be the real payers of the whole of what is re 
ceived at their own custom-house under the name of duties 
on the export of corn. 

In general, however, there could be little doubt that a 
country which imposed euch taxea would sueceed in making 
foreign countries contribate something to its revenne; but, 
unless the taxed article be one for which their demand is 
extremely urgent, they will seldom pay the whole of the 
amount which the tax brings in,” 
~~TProbably the strongost known instance of a large revenue ralsed frow for- 
elgnors by & tgx on exports is the opium-tade with China, The high price 
of tho article under the Government monopoly (hich is equivalent ta « high 
export duty) has #0 little effect in discouraging ite coneumption that it f4 waid 
to bare been occasionally sold in China for ss much ea ite weight in silren— 
Mi. 
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and will have smaller money incomes to buy it with; while 
the Americans will obtain iron cheaper, that is, ite price will 
excood what it previously was by less than the amount of the 
duty, vile a ee Sa eae 
the increase of their money incomes. 

“If the imposition of the tax does not diminish the de- 
mand, it will leave the trade exactly as it was before. We 
shall import as much, and export as much; the whole of the 
tax will be paid out of our own pockets. 

“Bat the imposition of a tax on a commodity almost 
always diminishes the domand more or leas; and itcan never, 
or scarcely ever, increase the demand. It may, therefore, be 
laid down aa a principle that a taxon imported commodities, 
whon it rally operates as a tax, and not as a prohibition 
either total or partial, almost always falls in part upon the 
foreigners who consume our goods; and that this is a mode 
in which a nation may appropriate to itself, at the expense 
of foreigners, a larger share than would otherwise belong to 
it of the inerease in the general productivencss of the labor 
and capital of the world, which results from the interchange 
of commodities among nations.” 

Those are, therefore, in the right who maintain that 
taxes on imports are partly paid by foreigners; but they are 
mistaken when they say that it is by the foreign producer. 
Tt is not.on the person from whom we buy, but on all those 
who buy from us, that a portion of our custom duties sponta- 
neously falls. It is the foreign consumer of our exported 
commodities who is obliged to pay a higher price for them 
becanse we maintain revenue duties on foreign goods, 

There are but two cascs in which duties on commodities 
can in any degree, or in any manner, fall on the producer. 
One is, when the article is astrict monopoly, and at a scarcity 
price. ‘The price in this ease being only limited by the desires 
of the buyer—the sum obtained for the restricted supply being 
the utmost which the buyers wonld consent to give rather 
than go without it—if the treasury intercepts a part of this, 
the price can not befurther raised to compensate for the tax, 
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“Nevertheless, this latter kind of taxes are in principle 
as ineligible as the former, though not precisely on the same 
ground. A protecting duty ean never be a canse of gain, 
but always and necessarily of loss, to the country imposing: 
it, just so far as it is efficacious to ita end. A non-protecting 
duty, on the contrary, would in. most cases be a source of 
gain to the country imposing it, in eo far as throwing part _ 
of the weight of its taxes upon other people is a gain; but 
it would be a means which it could seldom be advisable to 
adopt, being eo easily counteracted by a precisely similar 

on the other side, 

“If the United States, in the case already supposed, 
sought to obtain for herself more than her natural share of 
the advantage of the trade with England, by imposing a 
duty upon iron, England would only have to impose a duty 
upon corn sufficient to diminish the demand for that article 
about as much as the demand for iron had been diminished 
in the United States by the tax. Things would then be as 
before, and cach country would pay its own tax—unless, 
indeed, the eum of the two duties exceeded the entire ad- 
vantage of the trade, for in that case tho trado and its 
advantage would cease entirely. 

“There would be no advantage, therefore, in imposing 
duties of this kind with a view to gain by them in the man- 
ner which has been pointed out. But, when any part of the 
revenue is derived from taxes on commodities, these may 
often be as little objectionable ag the rest. It is evident, 
too, that considerations of reciprocity, which are quite un- 
essential when the matter in debate is a protecting duty, are 
of material importance when the repeal of dutics of this 
other description is disenssed. A country can not be ex- 
pected to renounce the power of taxing foreigners unless 
foreigners will in return practice toward itself the same for- 
bearance, The only mode in which a country can eave 
itself from being a loser by the revenue duties imposed by 
other countries on its commodities is, to impose correspond- 
ing revenue duties on theirs Only it must take care that 
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those duties be not so high as to exceed all that remains of 
the advantage of the trade, and put an end to importation 
altogether, causing the article to be either produced at home, 
or imported from another and a dearer market.” 


By “reciprocity” is meant that, when one country admits 
goods free of duty from a second country, this latter country 
will also admit the commodities of the former free of duty ; 
or, as is often the case, if not free of duty, at a less than the 
usual rate. Until the last few years we have had a reciprocity 
treaty with Canada, but it is not now in force ; and an arrange- 
ment for closer commercial relations with Mexico is now ander 
consideration, 











CHAPTER IV. 
COMPARISON DETWEEN DIRECT AND INDIRECT TAXATION. 


§ 1. Axe. direct or indirect taxes the most eligible? A 
man dislikes not so much the payment as the act.of paying. 
Te dislikes seeing the face of the tax-collector, and being 
subjected to his peremptory demand. Perhaps, too, the 
money which he i required to pay directly out of his pocket 
is the only taxation which he is quite sure that he paya at 
all, That a tax of two shillings per pound on tea, or of 
three shillings per bottle on wine, raises the price of each 
pound of tea and bottle of wine which he consumes, by that 
and more than that amonnt, ean not, indeed, be denied ; it is 
the fact, and is intended to be so, and he himself, at times, is 
perfectly aware of it; but it makes hardly any impression on 
his practical feelings and associations, serving to illustrate 
the distinction between what is merely known to be true and 
what is felt to be so. The unpopularity of direct taxation, 
contrasted with the easy manner in which the public consent 
to lot themselves be fleeced in the prices of commodities, haa 
generated in many friends of improvement a directly oppo- 
site mode of thinking to the foregoing. They contend that 
the very reason which makes direct taxation disagreeable 
makes it preferable. Under it every one knows how much 
he really pays; and, if he votes for a war, or any other ex- 
pensive national luxury, he docs so with his eyes open to 
what it costs him. If all taxes were direct, taxation would 
be much more perceived than at present, and there would be 
a soourity, which now there is not, for economy in the pub- 
lie expenditure. 
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indalgences, which (if he chose to undergo it) would equally 
make up to him for the same amount taken from him by 
direct taxation. Suppose a tax laid on wine, sufficient to add 
[82] to the price of the quantity of wine which he consumes 
ina year, He has only (we are told) to diminish his consump- 
tion of wine by [825], and he escapes the burden. ‘I'rue, but 
if the [825], instead of being laid on wine, had been taken 
from him by an income-tax, he could, by expending [825] 
Joss in wine, equally save the amount of the tax, so that the 
difference between the two cases is really illusory, If the 
Government takes from the contributor [825] a year, whether 
in one way or another, exactly that amount mnat be retrenched 
from his consumption to leave him as well off as before; and 
in cither way the same amount of sacrifice, neither more nor 
less, is imposed on him. 

On the other hand, it is como advantage on the side of 
indirect taxes that what they exact from the contributor is 
taken at a time and in a manner likely to be convenient to 
him. It is paid at a time when he has at any rate a payment 
to make; it eauses, therefore, no additional trouble, nor (an- 
less the tax be on necessaries) any inconvenience but what is 
inseparable from the payment of the amount. He can also, 
except in the case of very perishable articles, select his own 
time for laying in a stock of the commodity, and consequent- 
ly for payment of the tax. ‘The producer or dealor who nd- 
vances these taxes is, indeed, sometimes eubjected to incon- 
venience; but, in the caeo of imported goods, this iInconven- 
ience is reduced to a minimum by what is called the Ware- 
housing System, under which, instead of paying the duty at 
the time of importation, he is only required to do so when 
he takes out the goods for consumption, which is seldom 
done until be has either actually found, or has the prospect 
of immediately finding, a purchaser. 

‘The strongest objection, however, to raising the whole or 
the greater part of a large revenue by dirvct taxes, is the im- 
possibility of assessing them fairly without a conscientious 
co-operation on the part of the contributors, not to be hoped 
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tion, and the ‘is, which of these are the 
ou question least objeo- 


§ 2, Thore are como forms of indirect: taxation which 
must be peremptorily excluded. (1.) Taxes on commodities, 


articles, ean bo obtained, whether produced in the country 
itself, or imported. (2.) An exclusion must also be put upon 
all taxes on the necessaries of life, or‘on the materials or in- 
struments employed in producing those necessaries. “Such 
taxes are always liable to encroach on what should be left 
untaxed, the incomes barely sutticient for healthful exist- 
ence; and on the moet favorable supposition, namely, that 
wages risc to compensate the laborers for the tax, it oper 
ates a3 a peculiar tax on profits, which is at once unjust and 
detrimental to national wealth.’ What remain are taxes on 
luxuries. And these have some properties which strongly 
recommend them. In the first place, they can never, by 
any possibility, touch those whose whole income is 

on necessaries; while they do reach those by whom what 
is required for necessaries is expended on indulgences. In 
the next place, they operate in some cases asa useful, and 
the only useful, kind of sumptuary law. A great portion of 
the expense of the higher and middle classes in most coun- 
trice is not incurred for the eake of the pleasure afforded by 
the things on which the money is spent, but from regard to 
opinion, and an idea that certain expenses are expected from 
them, as an appendage of station; and I'ean not bat think 
that expenditure of this sort isa most desirable anbject of 


1 Some argue that the materfals and fnstruments of all production should be 
exempt from taation; but these, when they do not enter into the production 

of necessaries, soom as proper subjects of taxation as the finishod article, It is 
chiefly with reference to foreign trade that #uch tsxes have been considered ia 
jurions, Internationally speaking, they may be looked apon ax export duties, 
and, unloss In oases in bio an oxport duty is advisable, they shonld bo accom 
panied with on equivalent drawback on exportasion, But there ia uo sufficient 
reason against taxing the matorials and instruments used in the production of 
‘anything Which is itself a fit object of taxation —Mant, 
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60 a8 to provent evasion, fx said, with what truth I know not, 
to be insuperable; so that it is thought necessary to levy the 
same fixed duty on all the qualities alike. 4. As far as ia 
consistent with the preceding rules, taxation should rather 
‘be concentrated on a few articles than diffused over many, 
in order that the expenses of collection may be smaller, and 
that aa few employments as possible may be burdensomely 
and vexatiously interfered with. 5. Among luxuries of gen- 
eral consumption, taxation should by preference attach itself 
to stimulants, because these, thongh in themselves as legiti- 
mate indulgences as any others, are more liable than most 
others to be used in excess, so that the check to 

tion, naturally arising from taxation, is on the whole better 
applied to them than to other things. 6, As far as other 
considerations permit, taxation should be confined to import- 
ed articles, since these can be taxed with a lees degree of 
‘vexatious interference, and with fewer incidental bad effects, 
than when a tax is levied on the field or on the workshop. 
Custom duties are, ceteris paribus, much lesa objectionable 
than excise: but they must be laid only on things which 
either can not, or at least will not, be produced in the coun- 
try itself; or else their production there must be prohibited 
(as in England jis the ease with tobacco), or subjected to an 
excise duty of equivalent amount, 7. No tax onght to be 
kept 80 high as to furnish a motive to its evasion, too strong 
to be counteracted by ordinary means of prevention; and 
especially no commodity should be taxed eo highly as to raise 
up @ class of Inwless characters—smugglers, Hlicit distillers, 
and the like. 

The experience of th States i i - 
sone in ihnairecdaas Dale the war wal ie pil etl 
revenue tax on distilled spirits of so 0 amount that it not 
only produced loss revenue than a smaller tax would have dono, 
but it created gigantic frauds, public corruption, and infinite 
devices to escape the payment, ‘The following table will show 
how the production, as indicated by the tax, Fell off when the 
tax was exccusive. It forced evasions by distillers. Xt has been 
Sime yarious experiences that with a less rate the revenue 
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UNITED STATES BUDGET, TEAR EXtING SesE 30, 1863. 
| [on maiioos and vents of cultions.} 





‘This leaves a surplus of $152,939,444 above all 
and our problem is now where to reduce taxation. ‘The ann 
interest charge ig lessening with the Payment of the publio 
debt, having fallen from its highest figure of $143,781,601 in 
1867, to @59,160,191 in 1883! Our national taxation is prao- 
tieally all indirect, that of Internal taxation being chiefly levied 
on tobaceo and distilled spirits, and our customs on 
almost all articles which can be imported, materials as as 
manufactures, 

In the United States direct taxation on real pad 


very light, phe burden is almost always See ed to con and 
town Belen esy People do not seem to be aware of the 


greater 
U ited. Seabee _In fact, the com aie by which 
nil fact, ‘parison. 78 = 


Ti. The En; 


syste is on Poially i 
after having Ta an extend ssa Hea i hey 
abandoned it, and raised nag revenue, te on a 





1 "United Statos Statistloal Abstract," 1888, pp. 2 3. 











From thi 5 willbe soon hat nthe Tand, income, and 
eo taxos, Great Britain raises direct taxation about 

$75,000,000, and in customs and excise, by indirect taxation, 
about $23,000,000. 

HI. The following is the system adopted by Germany 
(Prussia): 


OREMAN UEDUET, 1681-1852, 
{Uo mittions and tenths of millions} 


(2 Pegny cone en asa to 







2.) Royal Lottery ~ 
(3,) Haren of Suatlon.. 
arbors and bridges. - 


4.) Dis 
{8} inditoot taxed tor Bras 


‘The Prussian direct taxes include (1) a landtax, (2) » boone 
tax, (3) an incomestax, (4) a classtax, (5) a trade-tax, and (0) 


miscellaneous taxea, 





+ Handbuch der Verfussung und Verwaltang io Preussen und dem Deutschen 
Reich,” by Graf Hoe de Grais (second edition, 1882), p. 158. 
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zation, is still included in the catalogue of financial expe 
dionts, 

Wo, however, remarked that there are other ciream- 
stances in which loans are not chargeable with these perni- 
cious consequences: namely, first, when what is borrowed is 
foreign capital, the overflowings of the general accumulation 
of the world; or, secondly, when it is capital which either 
would not have been saved at all, unless this mode of invest- 
ment had been open to it, or, after being saved, would have 
been wasted in unproductive enterprises, or sent to seek em- 
ploymont in foreign countries. When the progreas of accu- 
mulation has reduced profits either to the ultimate or to the 
practical minimum—to the rate lees than which would either 
put a stop to the incroase of capital, or eend the whole of 
the new accumulations abroad—government may annually 
intercept these new accumulations, without trenching on the 
employment or wages of the laboring-elasses in the country 
itself, or perhaps in any other country. To this extent, 
therefore, the loan system may be carried, without being lia- 
ble to the utter and peremptory condemnation which is due 
to it when it overpasses this limit. What is wanted is an 
index to determine whether, in any given series of years, a8 
during the last great war, for example, the limit has been 
exceeded or not. 

Such an index exista, at once a certain and an obvions 
one. Did the Government, by its loan operations, augment 
the rate of interest? If it only opened a channel for capital 
which would not otherwise have been accumulated, or which, 
if accumulated, would not have been employed within the 
country, this implies that the capital, which the Govern- 
ment took and expended, could not have found employment 
at the oxisting rate of interest. So long as the loans do no 
more than absorb this eurplue, they prevent any tendency 
to a fall of the mte of interest, but they can not occasion 
any rise, [But] To the full extent to which the loans of 
government, during the war, eaused the rate of interest to 
excced what it was before, and what it has been since, those 
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of the national capital, or to those aceanrulations whic f 
not take place at all unless suffered to overflow, they are at 
Icast not liable to this grave condemnation: In’ this caso, 
therefore, the question really is, what it is commonly sup- 
posed to be in all easee—namely, a choice between a great 
sacrifiee at once, and a small one indefinitely prolonged. On 
this matter it seems rational to think that the pradegce of a 
nation will dictate the same conduct as the pradence of an 
individual; to submit to as much of the privation immedi- 
ately as can easily be borne, and, only when any farther bur- 
den would distress or cripple them too much, to provide for 
the remainder by mortgaging their futuro income, | It ia an 
execllent maxim to make present resourees euffice for present 
wants; the future will have its own wants to provide for, 
On the other hand, it may reasonably be taken into consid- 
eration that, in a country increasing in wealth, the necessary 
expenses of government do not increase in the same ratio as 
capital or population; any burden, therefore, is always less 
and less felt; and, since those extraordinary expenses of gor- 
ernment which are fit to be incurred at all are mostly bene- 
ficial beyond the existing generation, there is no injustice in 
making posterity pay a part of the price, if the inconven- 
ience would be extreme of dofraying the whole of it by 
the exertions and sacrifices of the generation which first 
incurred it, 

§ 2 When a country, wisely or unwisely, has burdened 
itself with a debt, is it expedient to take steps for redeem- 
ing that debt? In principle it is impossible not to maintain 
the affirmative. 

Two modes have been contemplated of paying off a na- 
tional dobt: either at once by a general contribution, or 
gradually by a surplus revenue. The first would be incom- 
parably the best, if it were pmeticable; and it would be 
practicable if it could justly be done by assessment on prop- 
erty alone. If property bore the whole interest of the debt, 
property might, with great advantage to itself, pay it off; 
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surance among the contributors, If the fortune of a con- 
tributor diminishes, his taxes diminish; if ho is ruined, they 
cease altogether, and his portion of the debt is wholly trans 
ferred to the solvent members of the community, If it 
were laid on him as a private obligation, he would still be 
liable to it, even when penniless. 

‘When the state possesses property, in land or otherwise, 
which there are not strong reasons of public utility for ita 
retaining at its disposal, this should be employed, as far as 
it will go, in extinguishing debt. Any casual gain, or god- 
send, is naturally devoted to the same purpose. Beyond this, 
the only mode which is both just and feasible, of extinguish- 
ing or reducing a national debt, is by means of a surplus 
rovenne, 

§ 3. The desirabloness, per s, of maintaining a surplus 
for this purpose does not, I think, admit of a doubt. 

It ia not, however, advisable in all cases to mainfain a 
surplus revenue for the extinction of debt. The advantage 
of paying off the national debt is, that it would enable us 
to get rid of the worst half of our taxation. But of this 
worst half some portions must be worse than others, and to 
get rid of those would be a greater benefit proportionally 
than to got rid of the rest. If renouncing a surplus reve- 
nue would enable us to dispense with a tax, we onght to con-” 
sider the very worst of all our taxes as precisely the one 
which we are keeping up for the sake of ultimately abolish- 
ing taxes not so bad as itself. In a country advancing in 
wealth, whose increasing revenue gives it the power of rid- 
ding itself from time to time of the most inconvenient por 
tions of its taxation, I conceive that the increase of reveuue 
should rathor bo disposed of by taking off taxes, than by 
liquidating debt, as long a8 any very objectionable imposts 
romain, In the present state of England, therefore, I hold 
it to be good policy in the Government, when it has a sur- 
plus of an apparently permanent character, to take off taxes, 
provided these are rightly selected. Even when no taxes 
remain but such as are not unfit to form part of a perma 
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duties levied for war purposes, “But tho heavy burden of war 
taxation ought not to be continued, adding to the cost of pro- 
duction in all industries, without doing a greater wrong than 
would be done by the passing and only possiblo—trouble of a 
redistribution of capital in a few cases ; especially since that 
distribution of capital will be one from less productive to more 
productive industries ; otherwise, no change would be made. 
‘The condition of foreign debts, and the progress made in 
their reduction, may be studied in Chart No. XXIII. That 
of the United States is exceptional. The interest-bearing debt, 
as given by the last report of the Secretary of the Treasury, 
1883, has been reduced to $1,312,446,050, and the reduction is 
more striking than is indicated in the chart for the year 1880. 
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§ 2. The restrictive and prohibitory 
grounded on what is called the Mercantile System, which, 
representing the advantage of foreign trade to consist eolely 


ments of production were the subject of a contrary policy, 
directed, however, to the sime end; they were freely im- 


was allowed and even favored, when confined to the 

tions of countries which were supposed to-take from the 
country still more than it took from them, thus enriching it 
by a favorable balance of trade. As part of the sume aye 
tem colonies were founded, for the supposed advantage of 
compelling them to buy our commodities, or at all events 
not to buy thoae of any other country: in return for which 
restriction we were genorally willing to come under an 
equivalent obligation with reapeet to the etaple productions 
of the colonists. Thé consequences of the theory were 
pushed so far that it was not unusual even to give bounties 
on exportation, and induce foreigners to buy from [England] 
rather than from other countries by a cheapness which [Eng- 
Jand) artificially produced, by paying part of the price for 
thom out of [their] own taxes. This is a streteh beyond the 
point yet reached by any private tradeaman in his compe- 





* Calrues, “Leading Principles," pp. 381, 382 








itself was first acquired, and would again pairoplenahad hg 
the export of an equivalent value of our own producta, 
But, in the next place, a very short interval of paying in 


imported articles; and that a country which 
foreign commodltice, docs, cateris paribus, ttn thos vl 
it docs not prohibit at a less price than it would other- 
wie have to pay. Toexpross the same thing in other words: 
a country which destroys or prevents altogether certain 
branches of foreign trade, thereby annihilating a general 
gain to the world, which would be shared in some 
between itself and other countries, does, in some circum. 
stances, draw to itself, at the expense of foreigners, a larger 
share than would clsc belong to it of the gain arising from 
that portion of its foreign trade which it saffers to subsist, 
But oven this it can only be enabled to do, if foreigners do 
not maintain equivalent prohibitions or restrictions against ita 
eormmodities. In any case, the justice or expediency of destroy- 
ing one of two guins, in order to engross a rather larger share 
of the other, does not require much discussion ; the gain, 
too, which is destroyed, being, in proportion to the magnitude 
of the transactions, the larger of the two, since it is the one 
which capital, left to itself, is supposed to eeck by preference. 
§ 3. Defeated as a general theory, the Protectionist doc- 
trine finds eupport in some particular cases from considera- 
tions which, when really in point, involve greater interests 
than mere saving of labor—the interests of national subsist- 
ence and of national defense.* The discussions on the Corn 


1 Mr, Mill boro tales ap political conaiderntiona, which are not properly vo be 
Included ln © purely economic treatment, (Gee the beginaing of § 6,) 





pony at 
Seige aad al etalea 


= (lsd) { ; es Va pera 
ut even when we are permitted 


with foreigners, we can not yet build 
cost a8 England (whieh rere by the very deman: 
build of ‘ive 


vessels for the retention 





has been so often and ¢o triamphantly met, that it requires 
little noties here. That country is the moat steadily as well 


being at war with all the nations of the world at once; or to 


! Bee " Sketch of the History of Political Economy,” «pra, p. 6, note I, 
* For bibliography of the Waited States shipping question, 40 Appondix 














conditions. But it ean mot be expected that individuals 
should, at their own risk, or rather to their cortain loss, in- 
troduce a new manufacture, and bear the burden of " 
it on, until the producers have been educated up to the level 
of those with whom the processes are traditional. A protect- 
ing duty, continued for a reasonable time, will sometimes be 
the least inconvenient mode in which the nation can tax iteclf 
for the support of such an experiment. (But the protection 
should be confined to cases in which there is good ground of 
assurance that the induatry which it fosters will after a time 
be able to dispense with it; Inor should the domestic pro- 
ducers aver be allowed to expect that it will be continned to 
them beyond the time necessary for a fair trial of what they 
are capable of accomplishing. 


will never support themselves, then, of course, a misape 
ropriation ‘of the roporty of its citizens whenever a 

Deb ickate is jee fais ae ive secs taaha 
gives it to a less productive one to make up its deficiencies. The 
only possible theory of protection to young industrics is that, 
if protected for a season, the industriés may soon grow strong 
pti stand alone, Mr. Mill never Senlaiglagedl anything else. 
Bat the diffonlty ts constantly met with, in putting this theory 
into prenae Oes the industry, once that it bas learned to de- 
pend on the help of the state, never reaches a stage when it is 
willing to five up the assistance of the duties. Dependence on 
legislation begets a want of self-reliance, and destroys the stim. 
ulus to progress and good mi ont. It in said: “ Thoro 
has never been an instance in the history of the country where 
the representatives of such industries, who have enjoyed pro- 
Sb reduntoa atthe saat Er nea giopooad te ae a 
to a reduction the , or have pro it. on 

contrary, their demands for still higher and higher daties are 
insatiable, and never intermitted."* The qu ‘of fact, as 


1D, A. Wells,“ Cobden Club Essays," second series, p. 633, 








oreign. 

clusively with the dominant conntry. A country which thus’ 
secures to itsolf an extra foreign demand for its commoditios, 
undoubtedly gives itself some advantage in the distributio 
of the general gains of the commercial world. Since, how- 


country docs not gain 0 much as she makes the colony lose, 
If, therefore, the mother-country refnses to acknowledge any 
reciprocity of obligations, she imposes a tribute on the colony 
in an indirect mode, greatly more oppressive and injurious 
than the direct. 


5. The discussion by Mr. Cairnes on the question of wages 
as affected by the tariff is such that T have piece te "tall as 
possible: “The position taken in the United States is that pro- 
tection is only needed may only asked for where American in- 
dustry is placed under a di Co ae compared with the 
industry of foreign countrios, of wagos meas- 
ured in money are higher in the United Staten than is in Europe, 
and, aceon it is argued, the cost of producing: coxncsodiiiat 
ix higher. . .. Tho high tates of he oe in the Pulled States 


throughout its whole ran; If, sees a high rate ee 
wages proves a high cost of production, and a high cost of 
duction proves a need of protection, it net that ia Thcbiee 
of ance a potions aes of the reper States stand 
in a6 much n 

of New Sagan or ener of Penns Geer as: 
terion which loads to such results must, Lthin! be'reganied at 
sufficiently condemned. The fallacy is, ea ses that all 








sale of certain Impertan waren ith aga and other Har 
countries?! No one will aay that of New Eng- 
nd, New York, and P ivania, aro ae ient in any indus- 


aie ae in, oat, tnjoying industrial adh 
wi w happens it, van~ 
tages superior conn unable to hold 
sie inst ther in the Paral nickle ok SeeEESteO I 
shall endeavor to meet this Spjeotion fairly, in the first 
place, let me state what my contention is with ‘to the cost 


is low in the 





eee un mater is peidet oii aiiieaer Up ae 
ability’ of New England and Pennsylvania to See Jotun 
say, with Manchostor and Sheffield, in the manufacture of calico 
thst dhey So arsine te oe ences tela cena Oe 
that they are unable to do so 
Pass Of Heousercaien (on: Saab which te current in the 
United States. L only American laborers and a would 
be content with the w: and current in Britain, 
there is nothing that 1 know of to prevent them from dling 
their own in any marketa to which Manchester and Sheff 
can send their wares, And this the of 

of the great field of industry 


uestion. Over a large 
the people of the United States enjoy, a3 compared with those 
of Burg (1) advantages of a very exceptional kind ; over 
tho reat {3} the adwantane da lees declded, ox (3) thay stand au 
a par with Europeans, or (4) possibly they are, in some in- 





* ‘fhe fact (sufficiently extablinhed by Mr, Brassoy) In not conaidered also that 
England gives higher wages to operatives thaa the Continent, and yet England ie 
ablote undarsell France and Germanyin neutral markets. It is evident, howoven, 
‘that Bogland can undorvell only in occupations In which she has advantages, 





‘Total population over ten yoam of age... 











iasge and te hide ecagetcton ef tha 
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Of aie sol the fruit of thes labor wil pind 
thing hich i empential to oath andorucfort, he anects Kha 


It remains to be said’ in this connection workmen are 
already dis and real. at work affecting 
their w: directly than any tariff sys- 
tom could—by showing no emall alarm at 1) eters 


the desirability of auch measuree—can come ee forees 
which limit the number of workmen who enter competi- 
tion with them. Any other protection to renal not than 
the probibition of ii jion—which no one thinks of (ox. 
cept for the Chinese)—is an ctonomic delusion. of 
“protecting” them to the extent of affording higher wages, 
the tariff increases the cost of woolen elothi other arti- 


cles of their consumption, in addition to ft capital 
employments which Ril. o less return, and os 


islator, in coming to # deeision, may have to bal- 
ance economic gains against moral or political losses, and 


economic truth remains unchan, Political cconcmy, for in- 
stance, to the qnestion, Is there any gain in international trade? 
wo 


the community to have the goods formerly porate abroad now 
fees at home? The answer is, certainly it would. But 
it has been ably urged by intelligent writers that a state 
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on whether the’ ated tates 





when we reach poorer gents, 
follow that some of the particular articles will not be pro- 
duced. What ought to be clear is, that untrammeled exchange 
between countries will not prevent the existence of various 
industries, but only limit Inction to those of agents 
which are its best, This may be better seon by a simple dia- 
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Volted Staten 2 6 ve ced 2 2 fe 


Cinanaee eed ee England. So long TE rupiana eae 
supply herself and the United States also with coal and iron 
from the three ie Sie the United States can not work 
grade Dat home. But ifthe pupply for aise and the world | 
lives ie 5 to be worked, then the United States can begin 
tho industey on her best ‘grad although that is far inferior to 
the best grade in England. Likewise, if the United States has 
three grades of wheatland suporiar to Kngland’s best grade, 
the ability of England to grow wheat depends on whether the 
United States can, or can not, supply both herself and England 
from grades 1,2, and 8. If we must resort to grade 4, then 
England can begin to grow wheat ax well ax we. In short, 
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ural 
which employ less than one seventeenth of the laborers in the 
United States) should be conthimed at a loss to the general pro- 
ductivenoss of our labor mepikaly mail noes Renee clans 


raise prices. It is, of course, understood to mean the prices 
protested contra ities—a ne precaution, because we find 


our own agricultural (unprotected) commodities cited to show ~ 


that prices are lower than in England. 

‘0 one, however, will deny that there has been a fall in the 
prices of textile fabrics and manufactured That is the 
result of a general law of value, and of the tendoncios of a 
progressive state of industry," ¢ causes of this acknowl 
edged fall would be at work, no matter whether tariffs existed 
or not. It is the result of the general forward march of im- 
provements, a8 evidenced in the application of new inventions 
and the display of skill and ingenuity in new. processes. 

com 


say that it comes because of a isa non 
ae true this is may be reon by obeerving that 


customs-duties. Tho vanses must bo wider tariffs, if 
are secon working alike in tariff and non-tariff countries. 
But the fact itaclf enn not be gainsnid that protection 
raise the prices of the protected yoods in the home market. 
comparison is not to be made between prices as they now are 
‘this country and aa they were twenty or forty years ago aleo 
‘this country, for this would show only the general march 


* Book IV, Chap. J, § 25 and eve Chart No, XX. 
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bounds of a country so ns to avoid foreign trade, The change ef form 
into the finished commodity should, he holds, take place neur the spot 
whoro tho raw materials aro produced, so that not #0 great a share 
should go to the mere middle-men, or transporters. 

Bowen's “ Political Economy,” Chap, XX, advocates protection on 
the ground that It Is needed to secure diversity of industries, and that 
it lowers the prices of imported 

Sir J, B, Byles's “Sophisms of Free Trado" is an answer to Basti- 
at's *Sophisms of Protection,” the latter having been translated into 
English by Horace White. 

Erastas B. Bigolow’s “Tho Tariff Quostion.” This Is one of the 
ablest discussions, from the protectionist point of view, baged on statis 
tical tables and comparisons of the poliey of England and the United 
Statos, 

Stobbins's ‘* Protectionisis’ Manual” is » brief and handy statement. 

Ellis H. Roberts's “ Gorernmont Revenue” is the form into which 
he has thrown his lectures at Cornell University (1884) on protection, 
‘and is the latost statement emanating from that side of tho discussion, 
He goes nt Jength into the history of taxes in various countries; holds 
that wages are higher here than in England boeanse of protection; that 
our manufactures are more flourishing than our agriculture, eto. 

Fredorick List’s “National Eoonomy” is the Gorman statement of 
protection, much on Ourey's own grounds. 

“Tho Congrosalonal Globe” contains numerous speeches of mem- 
bers of Congress on the tariff; and the Iron and Stool Association of 
Philadelphis send out pamphlets explaining the protectionist, position. 


Tho free-trade arguments may be found also in W. M. Grosvenor’s 
“Does Protection Protect?" He studies the results of the various 
tariffs of the United States, and gives many very valaable tables and 
collections of statistics bearing upon this question, 

W. G. Summer's “History of Protection in the United States" is a 
very vigorous account of the ovils of the various tariffs und the protect 
ivo ystom. 

D, A. Wells's “Reports” as Special Commissioner of the Revenuo, 
and his numerous pamphlets (see Patnams’ pablisher's catalogue), aro 
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fall of facta, and give tho results of special study of the subject as affect- 
ing the United States. 

‘A. L, Perry's “ Political Economy” gives a radicsl free-trade view. 

Honry Faweett’s “Free Trade and Proteotion” explains the causes 
which have retarded the more general adoption of free trade. 

J. E. Osirnes’s “ Leading Principles of Political Eoonomy”™ gives the 
ablest discussion of the economic principles involved in the question 
which has yet been offered to the reader. Moreover, almost all our 
systematio writers on political economy (excepting, perhaps, Bowen 
and R. E. Thompson) give the system of free exchange their support on 
eoonomio grounds. 
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APPENDIX I, 


A BRIEF BIBLIOGRAPHY OF THE TARIFFS OF THE 
UNITED STATES, 


L. Generat Works.—Young's “ Spocial Report on the Custome-Tarift 
Legislation of the United States * contains nsefn! extracts from debates 
of Congress, and aleo valuable tables of duties; in the Index, p. octii, 
under * Tariff Act,” will be found references to, and datas of, all acts 
to 1870. Soe, also, Sumnee's * History of American Currency,” and his 
“ Lectures on Protection In the United States"; A. L. Perry's “ Politl- 
cal Economy,” chap. xiil; Grosvenor's “Does Protection Protect!” 
A valuable study is E. J. James's “Studien ober deu Amerikanlschen 
Zoll-taritf,” For different views, see Carey's “ Social Science”; Ballots 
“Financial History of the United States," yol. il, Bk. 1, chap. ¥, Bk. lif, 
chaps, il to x; and Stobbing's * American Protectioniats’ Manual.” 

M1. Bartier Periods.—H, ©. Adnme's “Taxation in the United States, 
1789-1816"; BE. W. Taussig’s “Protection to Young Industries”; the 
works of Hamilton, Madison, Jefforson, Wobstor, and Clay; “The 
Statesman’s Manual”; and of course the Debates in Congress, eto, 
Sen, nlso, Briated's “ Resonrees of the Thited States”; Pitkin’s * Sta- 
tistical View of the Commorce of the United States"; Seybert's *Sta- 
tistical Annals" (1818); and tho “ Amorloan Almanac.” 

III. Noteworthy Documents. —Hamilton’s Reports: “Report on 
Manufactures,” Works, tl, pp, 192-284, or American State Papora, Fl 
nance, §, 192-144. Dallas, Treasury Report of 1816, American State 
Papers, Finanoe, iii, 81-01. 

A report which is of the greatest importance and woight is Albert 
Gallatin’s * Memorial in Favor of Tariff Reform" (1832), Printed separ 
rately, Unfortnontely, not in his collected works. 

Walker's Report, seo Finance Report, December 8, 1845. 

J. Q. Adarns's Report of 1882, Congressional Documents, 1881-1882, 
H.R. No. 482, 

D. A. Wells's “Reports. aa Spooinl Commissioner of the Rovanna”. 
1886, Senate Docaments, second session, Thirty-ninth Congress, vol. i, 
No.2; 1868, Hoase Exeoutive Documents, second session, Fortieth Con- 
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manufacture, chaps 
(4) Svoae Dorn —D. A. Wells, 


‘dor, 1880), pp. 319-8355, nd The BoparIotoxry ‘the United States: 
and the Tariff (1878). 


‘VIL, Present Tarif —Hoxl's 
(1881) eontalns all acts in force to date of: 
since the yoar 2861 in fall, Ib fo syed by Uae United eaten oficlale-o 


(Genate Document, Report, No. 18, Forly-slghith Congrems, first poston). 





A BRIEF BIBLIOGRAPHY OP BIMETALLISM. 


“Tho Roport of the International Monetary Conference, 1873" (pc 
754), contains an extended bibliography on money, by 8. Dona Horton. 
Ghevalie’s third volume of ‘Ais “Cours d'Economie cle geste ance 

“Monnale," alao gives a bibliography. 

L ‘Standanis of Value—Soo Jerons, * Money anv the Mechanism of 
Exchange,” chaps tii, xxv; 5. Dana Horton, * Gold und Slren® shay 
iv, p. 86; E. A. Walker, “Political Economy,” pp. 

Trade, and Industry,” pp. 56-77; Wolowski, L/Or et ’Argent,” pp. 7, 
22, 207; Mill, “Principles of Political Economy,” book fli, chap. xv; 
Walras, “Journal des istes,” October, 1882, pp. 6-18, 

IL. Bimetallic Theory, —Horton, “Gold anit Silver,” p. 29; F. A. 
‘Walker, "* Money, Trade, and Industry,” p. 167, * Political Eeonomy," 
408; Giffen," Fortnightly Review," vol. xxxil (1879), p. 279; Wolowski, 
“1/Or et VArgent,” p, 85; Jevons, Ibid, chap, xii; A.J. Wilson, “Ro+ 
ciprocity, Bimotallism, and Land Reform,” p, 107; S. Bourne, “ Trade, 
Population, and Food,” p. 227; Seyd, “The Decline of Prosperity,” and 
the various pamphlots of Cornuschi. 

IIL Operation of Graham's Law—Macaulay, chap. xxi for clipped 
coin of 1695; Jovons, ibid, pp, 80-85, aleo gives nn example taken 
from the Japanese currency; for the esse of France, see “Report of the 
Select Committee of the House of Commons on the Depreciation of Sil- 
vor, 1876," p. xlil, and Appendix, pp. 80, 148; for the United States, 
800 supra, book ill, shap. vii, 3. Sea, also, Lord Liverpool's *Troatisa 
onthe Coins of the Realm," chap, sil, for changes in the coin of England, 
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xcili; “Report of the Director of tho United States Mint,” 1880 (in 
‘Westminster Re- 


the Finance Report, 1880, p, 104); J, B. Robertson, * 
‘viow,” vol. oxy, p, 200. 

X. Depreciation of Silver, 1876.—Conves, Bourne, ibid, pp. 206, 
219, 289, 283; Wilson, ibid., p, 128; “House of Commons Report,” 
ibid.; Samner, “ Princeton Review," vol. iv., p 670; Berek, 
“International Review,” vol. vi (1879), p. 896; Cochut, “Reracdes Dour 
Mondos.” i, Decembor, 1883, p. O14; Cairmos, “Eseaya”; F. Bowen, 
“Minority Report of the United States Silver Commission,” 1878, 

‘Supposed cause of panic of 1873, see Williamson, '* Gontemporary 
» Review,” April 1870; Seyd, “Decline of Prosperity"; Bourne, ibid., 
pp. 226, 227. 

XI. Appreciation of Gold.—Gitfen, “ Statistical Journal," vol. xlii, 
p. 96, started the theory for the poriod 1873-1879, Also eee Bourne, 
“ Statistical Journal,” vol. xiii, p. 406; 5, Newcomb, “International Re~ 
view,” 1879, p. 829; Wolowski, ibid., pp. 29,30: Goschen, * Journal of 
the Institate of Bankers" (London), vol. iy, part vi, May, 1888; Pate 
torson, Statistic! Journal," vol, xiii, p. 1; for table of prices see Lone 
don Economist” (¢. g4 December 28, 1878), 

XII. Bimetatlion in the United States—See aupra, book ili, chap. 
vii; for a vast array of materials, see Roport of the International Mone- 
tary Conferonce,” 1878; Linderman’s * Money and Legal Tonder"; tho 
Finances Reports of tho United States; and Congressional Documents. 
For the coinage laws of 1792, 1834, 1853, 1879, 1878, see pomplilet, 
“Extracts from the Lawa of tho United States relating to Currency 
and Finance,” by O.F.Danbar, For detailed account of passage of 
Act of 1873, #6“ Report of the Comptroller of the Qurreney,” 1878, p. 
170, Prosent situation,“ Atlantic Monthly,” May, 1884, ‘The Silver 
Danger.” 


A BRIEF BIBLIOGRAPHY OF AMERICAN SHIPPING. 


TL. Bngtish Navigation Acte—Macpherson's " Annals,” ti, pp. 442, 
484; Scobell, “Collection of Acta” p. 170; Ruftead, “Statutes at 
Large,” lll, p. 182; Roger Coke, “Treatise on Trade" (1671), p. 80; Sir 
Josiah Ohild, “New Discourse on Trado” (1671); Sir Matthew Decker, 
© Resay on tho Causes of the Decline of Foreign Trade" (1744); Joshaa 
Gee, “Trade and Navigation of Groat Sritain” (1790); Lindsay, * His- 
tory of Morebant Shipping and Ancient Commerce” ; 
“Dictionary of Commerce" (new dition), articles * Navigation * and 
“Colonial Trade”; ibid, edition of Adam Smith, note sil, p.684; Huse 
kisson, speechos, ili, 18, 351; Levi, “ History of British Commerce,” p. 
158. 











21, Wn emt by ting wath om oy peri the tions 


ot capt pen a oe ee - 
92, Expluln and ‘the statement that demand for commodl- 
aaneerauenonen 


23. Show that exponditure of money docs not necessarily incroase 
the domand for Iubor. 

4. In what way would o genoral demand for luxuries affect pro- 
ductive laborers and the wealth of the community? = — 

25, In a community where capital is all employed, what would be 
the effect if one employer gradually withdrew some of bis capital, and 
‘apont this for personal Jaxuries ? 

26. Tt is contended that “the demand for commodities, which ean 
only be got by labor, is 82 much a demand for labor as a demand for 
boot iv a demand for bullocks.” Criticise this position. 

27. "It is often enid that, though employment is withdrawn from 
Jabor in one department, an exactly equivalent employment is opened 
for it in others, bocanse what the consumers save in tho increased chesp- 
ness of one particular article enables them to augment their conaurnp- 
tion of others, thoreby Increasing the demand for other kinds of labor.” 
Point out the fallacy. 

28. A college undergraduate, with the applaose of shopkeepers, 
bought twonty waistcoats, andor tho plea that ho was doing good to 
trale, Examine the economical soundness of his acte 

20, A man invested a portion of his eapital in a Joan to metate whieh 
subsequently repudinted its debts. The man thereupon gave up his 
carringa, dissharged supertloous gardeners, ond reduced the number of 
his domestic servants, Examine the effect of these changes on the 
employment of labor in tho district where ho rosidoa. 

20. In the sixteenth century a great change in the mode of expen 
ditura took placa, Retainers were dismissed, households were reduced 
and a domand for commodities wan substituted for a demand for labor. 
How wonld this change affect wages, and why? 

‘81. It is supposed by some porsons that expenditure by the rich in. 
costly entertainments is good for trade. What is your opinion on the 
subject? 

32. A ls an absenteo who spends bis income abroad, B spends lis 
income chiefly on American pictures and other works of art. C spends 
most of his income on American servants. D saves and bays United: 
States bonds. E employs most of hie income in tho production of 
manufactares. Explain the various effects of those different modes of 
expenditnra on the amount of wealth in tho United States, and on 
the working-class of the country, 

83. Compare the economic effects of defraying war expenditure (1) 
by loans, (2) by increased taxation, 












atled profit! Which of these portions ee te rene 





different: 
sapoya ot awit risa ro 
different individnals t 


88, Which one of the clemonte in profit lias the greatest effoct on 
its amonntt Explain by comparing the cansos which regulate onch ele~ 
ment, 

84. How does Mill reconcile the high wages in America with Ricar- 
do's law of profite ? 

85. Explain tho proposition thut the rate of profits depends on the 
cost of labor, stating carefully what elements are incladed in cost of 
labor. 


86. Explain what connection there may be betwoen an incteaso of 
population and any of the elements entering into cost of labor. 

‘87. What effect would an inoraase or dizaination af population 
bare upon cost of labor ? 

88. Explain Mill's view as to the cost of labor being a fonction of three 
variables, considering the passuges in which he mays, 1, “It without 
Inbor becoming less efflelent ite remuneration fell, no fnereass taking 
place in the cost of the articles compoving that remuneration ;* 9. “Ifthe 
laborer obtained a higher remuneration, without any increased cheap- 
eas in the things composing it ; or if, without hia obtaining more, that 
which he did obtain would become more costly”: profits in the last two cases: 
would suitor a diminution; and discussing—Firstly, if the remuneration 
of labor falls, what can the cost of the articles composing that remunera- 
tion signify to the capitalist? Secondly, if the Jaborer gute a higher 
remuneration, what can the Increased cheapness of the things composing 
it signify to tho capitalist! 

89. Is the contost between capital and labor permanent and funda- 
mental? If not, give your reasons for your answer, 

90. What is the eifect on wages and profits of tho introduction of 
machinery ? 


Best. 


1. What connection exists between the law of Malthus and Ricar 
do's doctrine of ront 
92, What is the ronson why land-ownors can demand reat! 
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194, Has the torm exchange value any preciso meaning when we 
are comparing times or places very remote from one another ? 

195, What is meant by the natural (or normal) price and the market 
price of commodities? To what extent can they differ ? 

126, Doos a general rise of wages raise the prices of commodities in 
general or not, and why? Does it tend to cause any change in the 
relative prices of commodities or not, and why? 

127, Suppose that wages were double, would the values of com- 
modities be affected? What would be the effect on prices and profits 
of such an increase of wages ? c 

128, Aro wages and profits influenced by prices? 

129, Can employers recoup themselves by a rise of prices for # rise 
of— 





(@.) Wages in particular employments? 
(B.) General wages? 

How does this question bear on the efficacy of trades-unionism ? 

130, Do values depend on wages? 

181. Explain the following stutement: “It is trae the absolute 
wages paid have no effect upon values; but neither has the absolute 
quantity of labor.” 

132. Explain the statement that ‘high general profits can not, any 
more than high general wages, be a cause of high values... . In 60 
far as profits enter into the cost of production of all things, they can not 
affect the value of any.” 

188. Explain fully why it is that capitalists ean not compensate them- 
selves for a general high cost of labor through any action on values and 
prices, 

184. “The valne of a commodity depends on its cost of production.” 
Under what conditions is this trae, and what causes interfere with 
itt 

185. Describe the hindrances which impede the free movement of 
capital to those ficlds which apparently offer the highest return for ita 
employment. 

186, Give J, §. Mill’s analysis of the “cost of production,” and also 
Professor Cairnes’s, with the arguments for and against each. 

137. Analyze cost of production. What is its connection with cost 
of labor? 

138, Give an analysis of cost of production of any commodity. 

139. Show carefully the distinction between wages, cost of labor, 
and cost of production. 

140, Define clearly value, price, real wages, and cost of produc 
tion. 
141. Define real wages, money wages, cost of labor. 
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the enjoyment of consumers the opportunity of obtaining commodities 
at a cheaper rate, while it deprives the producers of even life itself” 
Discuss this opinion of Sismondi. 

191. Explain tho difference in the theories of Dr. Chalmers and Mr. 
Mill on over-production, and the excess of supply. 


Pectuiar Cases or Vaca 


192, It costs as much to produce straw as to produce grain; how, 
then, do you explain the comparatively low value of straw ? 

193, Suppose a considerable rise in the price of wool to be foreseen, 
bow should farmers expoct the prices of mutton to be affected, and 
why? 

194. Explain the operation of the laws of value by which the rela- 
tive prices of wool and mutton are regulated. 


InreRNationaL Trapg axp VaLurs. 


195, What is the meaning of the statement that “it is not a differ- 
ence in the alsolute cost of production which determines the inter 
change [of commodities between countries}, but a difference in the com- 
parative cost”? 

196. What are the advantages which a country derives from foreign 
trade? 

197. Explain clearly the following passage: “We may often, by 
trading with foreigners, obtain their commodities at @ smaller expense 
of Inbor and capital than they cost to tho foreigners themselves.” 

198. Is there any essential difference between trade between country 
and country, and trade between county and county, or even between 
man and man? What is the real naturo of trade in all cases? 

199. Why is it necessary to make any different statement of the laws 
of value for foreign than for domestic products? What is the cause for 
tho existence of any international trade? 

200. How would a scrious decline in the efficiency of England, as 
compared with other countries, in the production of manufactures affect 
tho scale of money incomes and prices in England, and why? 

201. Mr. Mill refers the value of home products to the “ cost of pro- 
duction”; of foreign products to the ‘cost of acquisition.” Examine 
the truth of this distinction, 

202. It is suid that in the homo market the value of commodities de- 
pends on tho cost of production, in the foreign market on the cost of 
acquisition. Comment on this distinction, 

203. Is the cost of production the regulator of international values? 

204. Discuss the following statement: “International value is regu- 
lated just as inter-provincial or inter-parishional value is, Coals and 














280, What is the effect of m depreciated ourreney on (1) foreign 
trade, and (2) the exchanges ch 


Intenest. 


931, How docs tho gonoral rate of interest dotermino the solling 
price of stocks and Jand f 

232. Is thore aoy relation between the rate of interest and tho valuo 
of money t 

283, What are the relations of interest and profit? On what causes 
does the rate of interest depend ? 

234, " High interest moans bad gocurity." Comment on this saying, 

296, Is tho rate of interest affected by the supply of the precious 
motale! 

286, What dotermines the rate of interest on the loanable funds? 
Is tho * current [or ordinary) rato of interest the measure of the relative 
abundance or scarcity of eapital "? 

237, What are the chief causes that determine the rate of interest 

288, If it bo trae that in America overy man, however rich, & on- 
gaged in some business, but that in England many rich men have no 
‘trade or profession, how is the rate of interest in cach country affected 
In consequence, and why! 

239. How docs a fallin tho purchasing power of money tend to 
affect, if at all, and why, (1) the rate of interest, (2) the price of Tand, 
(3) the price of government bonds, (4) the price of gold anil silver orna- 
ments and plate? 

Fonstaw Comverrtion. 


240. Explain tho grounds of Mr, Mill's proposition that gonoral low 
wages never caused any country to undersell its rivals, nor did general 
high wages over hinder it from doing. If yon think the proposicion 
needs qualification, give your reason, 

261, (1.) What is the trae theory ef one country underselling another 
in aforcign market? (2.) What weight should bo attributed to the fact 
of generally higher or lower wages in one of the competing countries? 

243, Discass tho question whether a high rate of wages nocomarlly 
Jaya the commerce of a country under a dixud vantage with reference to 
s country where the rate of wajes is lower. 

248. What are the conditions under which one country ean peemar 
nontly undorscll another in a foreign market? 

244. Point out distinctly the connection between the money wages 
of Iaborors in the United Statos and the prodaotiveness of the soll. 

245, In tho Eastern States iron-molders eara from foarteen to seven- 
teen dollars a wock; in California thelr wages ran from twenty-one to 
ery dollars, Account for this variation, 

















BXAMINATION QUESTIONS. 
269, On what prinolples is this country now taxed? 





7 
‘Prorkorion. 


299. Mention somo of the principal arguments brought forward in 
favor of protective tariffs. 

299. Connect the principle of tho division of employmonts (or labor) 
with the policy of freo trade and the functions of government. 

904, Sketch the offects of diseriminating datie, including the opera- 
tlon of the corn laws. 

295, Examino tho following argument, amending, if you think it 
necessary, the free-trader's doctrine on the point raised: The froo- 
‘trader's deliof is that a customs duty ts ailded to the price of the article 
upon which It is imposed. If the article is imported, according to his 
theory, the inorenss of the price goes into the public treasury; if the 
articlo ig made in the country, the Increase of tho price goes into tho 
pocket of the producer. But in the former case there is no protection ; 
‘and competition will provent-the latter, Therefore protection does not * 
increase the price of the protected article, If « customs duty is im- 
posed upon & commodity, and its price it not raised in consequence, 
what inference can you draw ? 

296, Under what circumstances did Mr, Mill think nascent states 
might be justified in adopting a policy of protection? Criticise his 
opinion, and, if you agroo with it, gira some examples of ite application, 

297. American protectionists allege that the high rate of wages pro- 
vailing in the United States disbles them from competing with “the 
pauper labor” of Europe. Examine the grounds of this statement, and 
consider how fur it forma a Justification for protection to American 
industry, 

298, A high rate of wages indicates, not a high, but a low cost of 
production for all commodition measured in which the rate of wagos is 
high. 

Explain and prove this proposition, and illustrate it from the ofr 
cumstances of the United States. 

299, State under what limitations the proposition is correct, that 
profita vary inversely with wagea. Explain the ciccumstances which 
onuse both a higher rate of wages and profits to prevail In a young 
country, such as the United States, than in England, 

300. In America wages aro mach higher than in England, yet the 
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430, 
Credit, résumé of principles of, 364. 
Crises, causes of, 337; in the United 
States, 330; rato of interest during, 
444; cauncn of periodical recurrence, 
405, 


Demand for commodities not demand 
for Inbor, 87. 

‘Dexoand and supply, tend to equal each 
other, 256; effective demand, 206 ; 
general «apply con not outran meand 
paesre 867; or desire, 368; 

‘toternational values, 392; 
ay of fnternational, 300; of 
money, 295, 

Diminishing returns, law of, 130; im- 
provements counteracting, 134, 484; 
manufacturing improvements com- 
penaate for, 140; consequences of, 
144; counteracts progress of eosiety, | Income-tax, 


* foot of advance in industrial arts om, 
401, 

Diversity of industries, argument from, 
for protection, 622; possible under 


free trade, 628. 
Division of labor, gains arising trom, 








* detied, 4M4; one 


Jn, 4163 depend on balance with all 
countries, 4174 under depreciated 
aper, 487. 


Groand-ront, an element of cost of pro 
duction, 270; principles of, 268. 


Pris of 885 eine 
‘tions and advantages, 


Toans on, 446; no relation to money 












which, may be ured, 697; test fn 
‘rate of interest, 697; only justificu- 
tion for, 598; desirability of pny- 
ment of, 599; payment of, by direct 
contribution, 699; by surplus reve- 
‘ne, 601; in United Sintos, 602. 

Natural agents, limited and unlitnited, 
93, 


Navigation laws, supported on. plon 
of national defense, 610, 


Overproduction, general, Impossible, 
366 ; apparent fn crises, 869; fall of 
profits and invorest not caused by, 
810, 
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Paper money, saves value, 424; drives 
coln abroad, 482; effects of dopre- 
elation of, om international trade, 
436. 


Paper money tu United Sintes, cause 
of fluctustions in, during war, 346; 
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lost by protection, 626. 
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nization, 208. 
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‘Wages, distinguished from cost of la- 
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466; depend on productivencss of 
margin of cultivation, 467 ; in United 
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‘Wages of superintendenoe, 217. 

‘Wealth, increase of, in the United 
States, 147. 


THE END. 
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